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RECENT UNREST INCLUDED ANTI-AMERU' AN ACTIVITY 


27 Inly 

Shiraz 

All windows of Iran Amcriean Society (IAS) 1 Holding 
broken by demonstrators 

1 August 

Isfahan 

Him? bomb thrown in US ;:ov-.ulale compound 

6 August 

Shiraz 

Crowd uttempts to enter IA compound and break- 
windows 

C August 

Shiraz. 

Crowd, marching from Mosque ''towards IAS building, 
in dispersed by police 

Early August 

Isfahan 

Several Americans report that they have been threatened 
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IRAN: RENEWAL OF CIVIL DISTURBANCES (U) 


S ummary 

(C/NOFORN) Since 21 July, Iran has experienced a wave of dissident 
activity similar to that which plagued the country for the first five months 
of the year. Religious ele ments opposed to the Shah have sparked a series 
of confrontations with the government that have resulted in IP. to 20 killed, 
scores injured, and several hundred arrested. Other opponents of the Shah 
include those of a more liberal bent, students, and / 'ssibly terrorist groups 
operating on the fringes. While these groups may t have a definite plan 
regarding Iran's future, they are united in their opposition to the Shah. 

(C/NOFORN) The recent round of disturbances seems to indicate an in- 
creasing anti-US tone. In their competition to out do one another, the 
various dissident groups may escalate the level of anti-American rhetoric, 
and the latent xenophobia in the Iranian character may surface. This could 
lead to some trouble for the large American community in Iran, 
particularly for those who might get caught up in events in tne more con- 
servative cities. 

(C/NOFORN) The recent deaths may set off a new cycle of religious 
demonstrations such as those experienced earlier this year. The Islamic 
month of Ramadan, now in progress, and the special mourning days in lal.e 
August increase the chance for further demonstrations. The government 
will probably be able to handle the situation, but the Shah is still faced with 
a dilemma: How to continue liberalizing Iranian society and maintain order 
at the same time without cracking down too harshly on the dissidents. 

Background 

(C/NOFORN) The resurgence cf civil disturbances jm Iran during the past 
few weeks is similar in many ways to that experienced from January to 
May. It has its roots in traditional opposition to the Shah by religious 
conservatives who oppose his secularization and modernization of Iranian 
society. The targets of demonstrators are the same hanks,- movie house,, 
vehicles, and ordinary business establishments. Oil et opponents lending 
their support, if not actual participation, include tRose of a more liberal 
outlook, such as students, followers of the now defunct National Front, and 
possib.y terrorist groups. While the disturbances are similar to previous 
demonstrations, they have taken on some new twists. 
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Discussion 


Resurge nce o( Dissidence 

(C/NOFORN) The recent troubles began on 21 Duly, a religious holiday of 
some significance to the Shiite Muslims of Iran. Instead of holding the 
usual celebrations, followers of Ayatollah K home in called for political 
meetings. Commemorative services for Ayatolla. Kafi, a respected 
religious leader in the holy city of Mashad, were i lowed by a violent 
confrontation between government security forces a: d demonstrators the 
next day. Other cities also reported some incidents, v ach apparently were 
perpetrated by religious extremists. 

(C/NOFORN) During the following week, mourning ceremonies for Kail 
and for those killed the previous week led to further disturbances. The 
rumor that Kafi was killed by government security officials further incited 
his following. Isfahan suffered the most violence, consisting largely of 
breaking windows. Casualties, as reported in the government-controlled 
press, indicated that some 100 were arrested, up to six persons killed, and 
26 injured in the two weeks of violence. Events culminated in the bombing 
of the US Consulate in Isfahan. While there were no injuries and only minor 
damage was done, it was the first clearly anti-American act in several 
months. 

(C/NOFORN) The period from 5 to 10 August was somewhat calmer al- 
though violence occurred in the theological center of Qom and the cities of 
Shiraz and Isfahan. Almost any occasion has been exploited by the religious 
extremists, to include continuing commemoration of Kafi, Iran's Constitu- 
tion Day, and the start of the Muslim month of Ramadan. The arrest of a 
prominent religious leader in Isfahan by SAVAK, the Iranian National 
Intelligence and Security Organization, also contributed to antigovernment 
demonstrations. 

(C/NOFORN) On II Augusi, the Iranian Government declared martial law 
in the nation's second largest city, Isfahan. Police attempts to break up a 
religious demonstration led to rioting, and military force* were called in to 
restore order. A curfew is in effect, and the gathering ol three or more 
persons is prohibited. The martial law is to remain in eflect for one month 
and reportedly will be extended to other cities as necessary. Unconfirmed 
press reports indicate it may already have been imposed in three small 
cities near Isfahan. The swift imposition of martial Jaw in the industrial 
and tourist center indicates the seriousness of the situation and the 
government's intention to confront extremists with ti e force required to 
restore order. Casualties in Isfahan and other cities . nee 1 1 August have 
raised the total killed anc! injured, but reliable figures e not yet availab.e. 
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AYATOLLAH RUHOLLAH KHOMEINI 
AGE: 76 


Has attacked. Shah and his reform measures. 
Opposed presence of Americans in Iran. 
Exiled to Iraq in 1964. 
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Pol itical Liberalization a Fa ctor 

(C/NOFORN) As the anti-Shah demonstration 1 . cl eisturbances were 
winding down in May and the government annouricr .. crackdown on dic- 
sidence, most religious leaders seemed to favor a r. i ning of the situation. 
There were signs that a dialogue was taking place be veeri the Shah and the 
religious community. At the same time, the Irani, r. leader reemphasized 
his policy of political liberalization, and prep. r... .oils for next year's 
parliamentary elections dominated the news. Tin. open political atmos- 
phere prompted much debate and generally settled tin volatile situation. 

(C/NOFORN) The relative calm evidently did ro sit too y.ell with the 
monarch's more extreme opponents. The anti-Shah Mowers of the exiled 
Khomeini appeared to have been behind much of the violence, or at least to 
have exploited the genuine commemorations of the religious majority. 
Reportedly, the outlawed TUDF.H or Communist Party of Iran is tacitly 
supporting religious groups loyal to Khomeini. Old time nationalists of a 
leftist persuasion also lend their support to the antigovernment activity. 
While these groups may not'have the same plan for Iran's future — if indeed 
they have a plan — they are united in their opposition to the Shah and the 
present form of government. 

(C/NOFORN) The recent outbreaks suggest that an increasing anti-US tone 
is developing in the government's opposition. Those national frontists Jong- 
opposed to the Shah have claimed that he is a puppet of the US and will do 
what Washington bids. They point to his liberalisation policy and the 
improvement of human rights in Iran as examples that the .Shah is followirg 
US instructions. Lately, there have been signs that the Shah's opposition 
believes that the US is not pressuring him enough on improving the political 
situation in Iran. 

(C/NOFORN) The anti-American theme is reportedly also being exploited 
by religious elements, particularly in Isfahan. Komeini has lcng preached 
against the American presence in Iran, claiming the US is the principal 
supporter of the Shah and exploits Iran's wealth, while Americans in the 
country enjoy special privi eges. Iranians typically blame their troubles oa 
outsiders, and Americans are a convenient target. In order to gait 
primacy over rival dissidents, some religious leaders may lake a more 
extreme stand on opposition to the government. This could be reflected in 
increasing anti-US statements, and the latent xenophobia in the Iranian 
populace may surface. This could pose trouble for the large American 
community of about 37,000 to 40,000. 

(C/NOFORN) The anti-American tone has not thus ar surfaced publicly, 
and it may be limited to the more extreme oppo- tion. However, the 
number of anti-American sets in the past few weeks . unusual, considering 
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there were very few signs of anti-US feeling in th live months of civil 
disturbances earlier this year. Moreover, the large lumber of Americans 
within the country, particularly in the more consen .iiive cities ol Isfahan 
and Shiraz, could lead to some being caught up in the events. Most places 
that Americans visit in Isfahan, such as restaur an;?, and shops, are in a 
relatively small area. The concentration of Americans is therefore high, 
increasing ihe possibility of incidents. 

Outlook 

(C/NOFORN) The old dilemma tor the Shah remains — how to continue the 
liberalization of Iranian society and maintain ori r at the same time 
without too harsh a crackdown on dissidents. His o. position is pressuring 
him to be even more liberal, and at the same time security forces are 
probably getting impatient with the restraints placed on them. The ma- 
jority of the populace is no doubt up.set with the constant disruption of 
normal living, and they may make demands for law and order. For the near 
term, the Shah is likely to continue with his same tactics, and may make 
another attempt to hold a dialogue with the religious opposition. Nonethe- 
less, firm action by security forces will be used if it is necessary to quell 
the new round of violence. The martial law in Isfahan is an example of the 
Shah's determination to maintain law and order. 

(C/NOFORN) The possibility of further disturbances is high. In the past 
those killed in demonstrat ons have been commemorated in ceremonies 4 D 
days later, which have led to further violence. Thus, a new cycle of 
religious disturbances may have been set off on 22 July. Meanwhile, the 
Islamic month of Ramadan — a time of fasting and prayer — is now in 
progress, which may increase tensions. The period of 24 to 26 August, 
when Iranian Shiites mourn the death of Ali, their most venerated spiritual 
leader, will be a potentially dangerous time. The opening of school next 
month will probably add the student population to the unrest. 

(C/NOFORN) The months ahead are to likely be turbulent ones for Iran. 
There is no threat to the stability of the Shah's rule, but continuing tests 
between the government and the opposition are in sight. (CDS 84) 
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MEMORANDUM OF CONVERSATION 


PARTICIPANTS : 


DATE & PLACE: 


Cdr. Alain DE BEAUPUY , Assistant Military 
Attache, French Embassy 
Ambassador Panayotis ECONOMOU, Greek Embassy 
George B. LAMBRAKIS, American Embassy, Tehran 

September 15, 1978, Lambrakis' Residence u ^ " =y ~C 


SUBJECT: Internal Situation 


DISTRUBUTION : AMB, DCM, POL, POLM, ECON, OR, I C A, DAO, BIO 
NEA/IRN , IRN/RNA, INR/OIL/B 


De Beaupuy has the distinction of being the only member of the 
Diplomatic Corps who predicted the severity of the religious 
challenge to the government and the Shah which we have just 
witnessed. Cassandra-life, he has been talking to all and 
sundry about the wrath building up in religious circles and 
the historic precedents of Islam acting as a sounding board 
for people's complaints. Historically, the mullahs have 
many more allies than they did in 1963. 

De Beaupuy said we should not allow the temporary moderation 
of Sharia tmadari 1 s views blind us to the trend. Sharia tmadar i 
is not in control of the extremists and has to yield to them. 
Being a "holy man" he is not a politician and acts differently 
than a politician. In response to my invitation for a 
prediction, De Beaupuy said, if the Shah does not undertake 
extensive activity in the next two weeks, he would predict 
the Shah's departure by the end of October. 

The scenario sketched out would be a million moslems marching 
out of the bazaar in South Tehran as a tide neither the army 
or police would dare to stop. He then could see Gen. OVEISI, 
accompanied by Majles Speaker RIAZI and perhaps even the 
American Ambassador (l), marching in to invite the Shah to 
take a plane and leave the country. 

The only way to avoid this, in De Beaupuy' s opinion, is for 
the Shah to take a more direct role vis-a-vis his people. 

He cannot hide his responsibility for governing over the past 
two decades by bringing subordinates to trial. People will 
no longer believe his promises except those given directly 
as public commitments perhaps over television, people would 
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want him to get rid of his family and the whole Ministry of 
Court. The opposition is clearly not going to settle for 
anything less than a constitutional monarchy reigning but 
leaving the governing to politicians. 

The Greek Ambassador identified himself with De Beaupuy's 
views. He said Americans should realize that the Shah stands 
alone at present. No one will stand with him. Both De Beaupuy 
and the Ambassador admitted the Shah had been a very good 
Influence for Iran and should be saved if possible. "If 
you Americans have any influence left with him, try to get 
him to take the necessary action before it's too late.” 

In elaborating on his views, De Beaupuy said he had personally 
followed the mobs in Tehran and had others following. Septem- 
ber 4 had seen 100-200,000 people turn out because moderate 
religious leaders joined the extremists. September 7 and 8 
were demonstrations carried out only by the extremists. 

The highest number reached September 7 was 50,000. This can 
be seen as the high-water mark of extremist capabilities. 

Thus the crucial issue for the Shah is to prevent the moderates 
joining the extremists in the near future. 

Incidentally, De Beaupuy works for French Intelligence. 


POL : GBLambr akis : hg 
9/18/78 
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E.O. 11652: GDS v. »* */*/ 

TAGS: PINS , J'lt 

SUBJ: ORGANIZATION OF PRO-SHAH COUNTER-MEASURES 

1 . ACCORDING TO A SOURCE WITH GOOD ACCESS (ACCURACY UNSUBS- 
TANTIATED) THE SHAH HAS TWO COMMITTEES OF FIVE MEMBERS 

EACH WORKING ON BUILDING SUPPORT FOR HIM IN THE COUNTRY. 

ONE CONCERNS ITSELF WITH BUILDING PP.O-iUIAH DEMONSTRATIONS. 

IT IS HEADED BY THE SHAH’S GOOD FRIEND AND SERVANT GENERAL 
FARDUST. ITS OTHER MEMBERS ARE COURT MASTER OF CEREMONIES 
ARSLAn/N^SM# MARTIAL LAW ADMINISTRATOR GENERAL OVF.ISI , 
PROMINENT BUSINESSMAN AHANCHIAN, AND GENERAL K11CKP.OVWU . 

2. THE OTHER COMMITTEE CONCERNS ITSELF WITH PRESS AND 
PROPAGANDA. IT CONSISTS OF AMIN ASH RAF I, EDITOR. OF 

" ATESH , " OLD M . P . (FROM 1953 DJ>YS) GHANATABADI , OLD 
P.M. (FROM 1953 DAYS) MATITT, * FORMER MEMBER OF MINISTRY 
* OF COURT (UNDER ALAM) MQTAG^ ^^BUSINESSMAN BUY UK SABER.. 

IT IS PLANNING A NEW,>t l&^KAjliiQ^^iit^^l 1 CH WILL APPEAR 

-** : ~/Snp€^~' '04*4 ff* 7*: 7 J ’,'5.7'" yrStJTt'kTr* we * tiow *Ft*soy*o a 

POL : GBLamoi* a k i g MIN iCWtoJk 
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I SHORTLY. IT IS ALSO BUYING STORIES IN OTHER PUBLICATION.*, 
SUCH AS ONE THAT HAS JUST APPEARED IN "KHOND/.NIKAN" 

MAGAZINE, WITH COVER PICTURE OP SHAH AS A YOUNG MAN 
BEING EMBRACED BY A LITTLE GIRL (DURING 1940*S1). 

3. ALl NAGHI ANSARI, FORMER AMBASSADOR TO ITALY AND 
OtfKU&iZKX CHIEF OF CABINET TO PRINCESS SHAMS IS THE 
MONEY MAN. 

EFFORTS 

4. THESE KKKOTKSl ARE SEPARATE FROM SAVAK-LED "AGENT 
PROVOCATEUR” ACTIONS WHICH, ACCORDING TO ANOTHER SOURCE , 

HAVE BEEN BEHIND RECENT DESTRUCTION AND CLASHES IN KERMAN, 
RAVA U# KERMANSJIA11, HAMEDAN, GORGAN, REZAIYEH, AMOL, 

PANEH, MARAGHEH, SANANDAJ, ETC. AS THIS SOURCE TOLD 
POLITICAL COUNSELOR, PARVIS SABETI HIMSELF (WHEN HE WAS 
STILL OFFICIAL OF SAVAX) CALLED TQ BRAG OF THE FIRST TWO 
INCIDENTS AND TO SAY HE WAS ON HIS WAY TO KURDESTAN; 

SHORTLY THEREAFTER PRO-SHAH DEMONSTRATIONS AND ATTACKS 
BEGAN THERE. 

5. COMMENT: WE HAVE ALREADY COMMENTED ON COUNTER-MEASURES 
IN CONTEXT OF ZAHEDI EFFORTS (TEHRAN 10699) . IT IS QUITE 
LIKELY THAT FORMATION OF THE TWO COMMITTEES WAS INSPIRED BY 
ZAHEDI. SINCE WE CANNOT BELIEVE SHAH IS UNAWARE OF SAVAK 
ACTIVITY ON HIS BEHALF, WE CANNOT DISMISS POSSIBILITY 
THAT ZAHEDI CALLS* TO SHAH ANDSHAH* S REPLY IN PRESENCE 

OF U.S. AND BRITISH AMBASSADORS WAS STAGE MANAGED TO IMPRESS 
THEM WITH SHAH’S INNOCENCE AS PRO-SHAH INCIDENTS BACKFIRE. 

L 3 


CONFIDENTIAL 

"ciiiilfleiMw 


OPTIONAL *OHM 

(Fo'iWly tJ4V4 H... 

v 1V7C 

DMM •» 8' 


13 


COUFIDBhTtM. p.,. 3 ’| 'I. 

( NUMBER OF IRANIAN OBSERVERS WITH GOOD SOURCES CLOSE TO j 
HIM SEE THIS AS BLINDNESS ON SHAH'S PART T Q. THE PUBLIC'S 
IMAGE OF HIM AT PRESENT TIME AND HIS CONCOMITANT FAILURE 
TO APPRECIATE THE GRAVITY OF HIS. OWN, AND MONARCHY'S, 
PREDICAMENT. ZAHEDl'S REPORTED OPTIMISM IS PROBABLY 
NO HELP IN THAT REGARD. 
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Adler 
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UNITED STATES GOVERNMENT 

memorandum 


• tiMJCCT: 


Summary of Ambai 
Business CommiyM 

E/C - Mr . John L 


sudor's Meeting with 
ty Representatives 



Select Group of American 


John, 1 thought it would be useful to document the tone and 
substance of Ambassador Sullivan's remarks to the business 
community o* 15 November, for the Embassy and for the desk. 

This Memorandum of Conversation is attached for your clearance. 



SCIATT: VEAdler :dd 





Buy tJ.S. Savings Bonds Regularly on the Payroll Savings Plan 
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MEMORANDUM OF CONVERSATION 


DATE & PLACE: 
PARTICIPANTS : 


SUBJECT: 


November 15, 1978; Caravanserai 

Amb. William H. Sullivan 
Principal U.S. Embassy Staff Members 
U.S. Business Community Representatives 
(Approximately 150) 

Summary of Amb. Sullivan's Remarks to Major 
U.S. Business Representatives in Iran 


The Ambassador began his statement to the business community by 
explaining that two reasons brought us together for this brief inq : 
first, it's time for an assessment of the situation and secondly, 
it's time for candid interchange on the situation for the 
American community here in Iran. He had been reluctant til now 
to bring the community together for this meeting because things 
have not been structured to the point where we could examine 
directions and alternatives intelligently. Ntow it seems things 
have stabilized somewhat. The gjroup assembled was rather a 
select group, representing the overwhelming #ulk of employed 
Americans in Iran. The meeting was off the fecord and not for 
the press, in order that the Ambassador's reparks could be made 
candidly and without attribution by the mediA- 

Perspective on Current Evanta -. 

The Ambassador first reviewed the series of significAnt political 
events during the last ten months in Iran, starting with the 
perceived changes in February, when the regime determined with 
intellectual conviction of his Majesty, that the Uanian society 
i 8 too complex for one man to continue to make all major decisions. 
The Shah decided that a sharing of the decision-making process 
must be developed and passed on to his son, who would need a type 
of dynasty different from that of the last 37 years. The Shah 
accepted that it was a difficult political change to bring about 
and that the relief of long-standing pressures upon the society 
would tend to upset the surface stability of the country, and 
might even be explosive. Iran had not experienced this kind of 
relief of pressure before, because a pervasive police involvement it 
the society had existed throughout the Shah's reign. The Ambassador 
traced the events from Tabriz where the young from the villages who 
had been displaced in the cities, aaw opulent behavior 

different from traditional village behavior taking hold. 
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The attack, which was allowed by authorities, was repeated in many 
* ities and spread to the universities. Khomeini revived his 
active role from Iraq, feeding on this new atmosphere of open 
nxpression. Opposition galvanized and polarized in Khomeini 
f ollowers . 

Po litical Realities: 

by the end of Ramazan, the moderates began to realize that they 
could not continue in a truly independent moderate role. Along 
through the summer when the politicians began to see that they 
>ould not amass a following of the type Khomeini had, they began 
to shift toward Khomeini; this, despite the fact that the 
Shah espoused an Islamic Republic, a constitutional government, 
with a committee of five mullahs to verify that proposed legis- 
lation was consistent with the Islamic code, etc. The Septem- 
ber 7 peaceful march was followed by the September 8 imposition 
of martial law and the Jaleh Square occurrence, with troops and 
demonstrators. In September the government's position was to 
placate moderates and break them off from Khomeini. Therefore, 
there were freedoms given -- t.v. debates, raises in salary and 
benefits to government employees# and other conciliatory measures 
within the constitution that would lend support to the moderate 
position. Toward the end of October, politicians pilgrimmed to 
laris for discussions with Khomeini. He remained implacable and 
•» tol id . 

The Shah realized that the Emami cabinet was not stemming the 
tide of anti-Shah sympathizers. By mid-October the Shah decided 
he had two options: either a coalition or a military government, 
tie never did get any positive response with regard to coalition. 

On Nov. 4th, Sanjabi after going to Paris, said he supported 
Khomeini entirely; this was unacceptable to the Shah since 
Khomeini's position starts and ends with the removal of the 
shah and the Pahlavi dynasty, with a return to an "Islamic 
Kepublic" as yet undefined. On November 4th, there was a 
university confrontation and people were killed. On November 5, 
i roops were conspicuously absent and did not interfere in the 
riotous demonstrations to any significant extent, although they 
protected a few places. Then, of course, Emami resigned, 
recommending the military option, and that evening Gen. Azhari 
was installed. 

Wh ere we are : 

Now we are at a point where there is a test of wills and of 
strength. No one knows how strong the opposition is. The 
military has proceeded with subtlety and sophistication, 
concentrating on not just law and order, but the closely 
coupled link of "back- to-work" , starting with* oil production. 

Prime Minister Azhari announced that people would be fired and 
loved from company housing, plus arrests. Oil production has 
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been boosted a bit, although it's up and down. The strike is 
ended in the Abadan refinery. (Normal production at this time 
is 6.2 million barrels daily.) Production this week is about 
3 or 3+ million per day. Increasingly, people are resuming 
work but the strike is not broken yet. The Iran Air strike 
is over. There are sporadic strikes in the ministries (for 
example. Customs in the Finance Ministry is still on strike). 

So we see a trend moving back to work, with production 
increasing. The general strike called by Khomeini for last 
Sunday worked effectively in Shiraz, Isfahan and the bazaars 
in Tabriz, but not in Tehran. 

The regime has put off testing the school situation until the 
18th for the lower grades as a starter. We'll see if the 
teachers return and then the students in the lower grades, before 
testing the waters for high schools and (possibly) universities. 

Khomeini's position is that the country will be brought to its 
knees by general strike and that he reserves the right to tell 
his people to raise arms. We believe an armed rebellion might 
not be successful and that the ability of the people to bear 
arms is really limited. We do not believe that Khomeini can 
call for a "Jihad" or holy war, because that can only be issued 
against an infidel and the government is clearly taking the 
position of retaining its Islamic code of behavior. So the 
test may not be decided sharply as we might decide in America 
through elections. Rather, the tides may move in one direction 
then another. If there is a state of normal civilian behavior, 
the fence sitters or "silent majority" can surface and support 
the Shah, otherwise, if there is a sullen return to work with 
slowdowns and foot-dragging by the populace, the tide could 
shift against the Shah in a major way. The government wishes 
to diminish the influence of Khomeini and move toward a 
democratic role within a constitutional monarchy over the long- 
term. Rolling back of strikes at this time could, of course, 
reverse itself and swing in the other direction. The government 
would not move toward a democratic solution then, but we feel 
the government has the levers of power in its hands now and 
that's to the good. 


U .S. CommuR-ity Safety and Welfare ; 

The Ambassador then discussed the security of the U.S. community 
and contingency measures which will _be taken, the details of 
which would be discussed by Mr. Naas with small groups of 
company representatives, 4 or 5 companies at a time, during 
the coming weeks. The Ambassador conceded that contingencies 
will vary, depending upon the degrees of emergency; however, 
he scoped out some of the following factors; We will be 
dependent upon the Iranian military for our own physical security 
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They in turn rely on our military for the integrity of their 
defenses. U. S. defense contractors are essential for 
retention of the Iranians' military integrity. 

Echelons will be used for- contingency planning because in any 
approaching emergency the smaller the numbers involved in 
preparatory action the simpler the task of execution. So 
there will be a continuing "fine-tooth gauging" of decisions 
as emergency situations may evolve. 


Miscellaneous : 

The disruptions of approximately a billion dollars in lost 
revenue and the slow-downs and strikes which have caused most 
of the country's commerce to become inoperative have been 
extremely costly and the budgetary load being borne by the GOI 
is incredibly great. Government payments are slowing 
down; there will be a natural attrition of the U.S. community. 

The 40-odd thousand Americans will shrink in the coming months. 

The Ambassador's final point was that he was proud of the way 
the American community has responded to the pressures and the 
rumors to date. 

Questions were then taken from the audience of business people. 

Some odds and ends follow: 

A. Prime Minister Azhari has put forth the legislation to set up 
a special court. It should be enacted soon for prosecution and 
conviction of prominent people on a rapid basis. Azhari is 
sensitive to this potentially becoming a witch hunt and intends 
to do something effective rapidly and then cut it off, bringing 
it to an end before an unhealthy momentum is gained. 

B. Iran's reserves are still $11 billion, but they have suspended 
borrowing internationally and will have to go back to it, because 
of their internal liquidity problem which is major at this time. 

C. We'll arrange a distribution of radios so that in the event 

we lose telephone communication upon which we rely, we can establish 
a set of links with the U.S. community. (The Ambassador stressed 
U.S. communications vulnerability because of our total reliance 
on the Iranian telephone system.) 

D. Don't expect English newspapers for a while and don't rely 
on news broadcasts for accurate information. 

E. We don't anticipate sudden deterioration, but rather in 

the event of an emergency, we'll probably see some phasing from 
the tensions developed, such aa sabotage, isolated terrorist 
actions, etc. The Ambassador stressed we don't foresee or 
predict it, but. it is a possibility. 
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P. There will be assembly points for the American community. 
This is a sensitive subject, so the information will be closely 
held. We will use echelons for dissemination of information, 
including the subject of departures. The Ambassador stressed 
Iran should not see "abandoning" by the American community of 
Iran, but "there is nothing wrong" with sending people home for 
Christmas or filling the remaining vacant seats on regular Pan 
Am flights which have been recently resumed. 


G. On stability of the rial, the Ambassador said it was over- 
priced and if it floated free, the ratio would be higher. (The 
Persian press wants 60 to 1 instead of 70 to 1 because of lost 
revenue due to reduced dollar values tied to oil purchases.) 

H. Within the armed forces we see no absence of loyalty; 
however, the senior officers are concerned about their con- 
scripts since these come from the same group as do the masses 
of demonstrators. 


I. Mr. Naas will begin on November 16 to call 
of 4 or 5 companies in and ask that they bring 
them, such as numbers of employees, addresses, 
numbers, dependents, vehicle information, etc. 
an Information Center will be open 7 days a wee 
questions, etc. from 0730 until 2000. 


representatives 
statistics with 
telephone 
He stated that 
k to take calls 
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REPORT CLASS SECRET WN INTEL - NOFORN - NOCONTRACT - 


SUBJECT: INSTRUCTIONS FROM AYATOLLAH KHOMEINI TO STAGE. ANT fv 

GOVERNMENT DEMONSTRATIONS DURING MOHARRAM \ > 

(DO I : LATE NOVEMBER 1978) 

SOURCE : A CONFIDANT OF A SENIOR, LONGTIME MEMBER OF AN IMPORTANT 

ORGANIZATION IN THE MODERATE IRANIAN DISSIDENT MOVEMENT WHO 
HAS CONTINUED CLOSE PERSONAL CONTACTS WITH THE LEADERSHIP 
OF THIS ORGANIZATION. HIS PAST REPORTING HAS BEEN 
CONSISTENTLY SUBSTANTIATED. 

1. AYATOLLAH RUHOLLAH K H 0 M E I N I HAG ISSUED INSTRUCTIONS, 
FIRST RECEIVED IN TEHRAN ON 85 OR 86 NOVEMBER 1978, FOR HIS SUPPORTERS 
AND "BROTHERS-IN-ISLAM" TO STAGE DIRECT VIOLENT CONFRONTATIONS WITH 
IRANIAN GOVERNMENT AUTHORITIES DURING THE HOLY MONTH OF MOHARRAM 
(8-30 DECEMBER 1978). KHOMEINI HAS INSTRUCTED HI£ SUPPORTERS TO 
DISREGARD THE MILITARY GOVERNMENT’S RESTRICTIONS ON MEETINGS, DEMON- 
STRATIONS and MARCHES DURING MOHARRAM. IT IS KHOMEINI’S INTENTION 
TO HAVE ANTI-SHAH DEMONSTRATORS BROUGHT INTO VIOLENT CONFLICT WITH 
MILITARY AND SECURITY FORCES DURING MOHARRAM, AS KHOMEINI BELIEVES 
THIS WILL LEAD TO THE REMOVAL OF THE SHAH AND THE COLLAPSE OF THE 

monarchy. 

?. (SOUSC c COMMENT: IN DISCUSSING KHOMEINI'S INSTRUCTIONS FOR 
VIOLENT ANTI-SHAH DEMONSTRATIONS DURING MOHARRAM, NATIONAL FRONT 
LEADERS BELIEVE THAT IT IS KHOMEINI’S BELIEF THAT THE IRANIAN 
MILITARY INITIALLY WILL OBEY ORDERS TO SHOOT DEMONSTRATORS, PUT, 

as demonstrations continue and the death toll Mounts, the rank and 
FILE OF THE military VILL REVOLT, AND THUS BRING ABOUT THE SHAH’S 
DOWNFALL.) 

3. CIRCULARS BROADCASTING KHOMFINI’S CALL FOR VIOLENCE DURING 
MOHARRAM ARE BEING DISTRIBUTED IN TEHRAN AND PROVINCIAL IRANIAN 
CITIES. DEMONSTRATORS ARE BEING ASKED TO WEAR WHITE CLOTHING TO 
DEMONSTRATE TH r IR WILLINGNESS TO ACCEPT DEATH AT THE HANDS OF THE 
NILITAPY. MEETINGS ARE REPORTEDLY EEING HELD AT MOSQUES 
AHO OTHER PLACES TO ORGANIZE DATES AND PLACES FOR LARGE- 
SCALE DEMONSTRATIONS. 
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4. (SOURCE COMMENT:, HO OWE IN IRAN CAN AT THIS TIME PREDICT 
WITH CERTAINTY WHETHER SIGNIFICANT NUMBERS OE IRANIANS WILL RALLY TO 
KHOMEINI'S CALL AND DEFY THE MILITARY AT RISK OF DEATH. IT SEEMS 
LIKELY, HOWEVER, THAT MASS DEMONSTRATIONS AGAINST THE SHAH WILL TAKE 
PLACE DURING MOHARHAN. ANTI -SHAH SENTIMENT AMONG STUDENTS, 

DAZAARI'S AND OTHER "EXCITABLE" ELEMENTS IS AT A HIGH PI.TCH, AND 
THESE ELEMENTS WILL PROBABLY FOLLOW KHOMEINI'S INSTRUCTIONS/). 

5 (FIELD COMMENT: THE FOLLOWING IS A SUMMARY TRANSLATION OF- 
KHOMEINI'S "PROCLAMATION TO THE PEOPLE OK IRAN ON THE CUMING MONTH 
OF hOHARRAH" WHICH IS THE MESSAGE REFEHRED TO ABOVE< 

THE HOLY MONTH OF MOIIARrAM IS bEIKG ANTICIPATED WITH 
HER0.1SM, BRAVERY, AND SACRIFICE,- THE MONTH bLOODNW ILL TRIUMPH OVER' 
THE- SWORD, THE MONTH OF THE STRENGTH OF RIGHT, THE MONTH THE 
OPPRESSORS WILL BE JUDGED AND THE SAZANIC GOVERNMENT ABOLISHED/ THIS 
MONTH WILL BE FAMOUS THROUGHOUT HISTORY. THE MONTH THAT THE POWER- 
FUL WILL BE' BROKEN BY THE WORD OF RIGHT. THE MONTH THAT THE IMAM OF 
THE MOSLEMS WILL SHOW US THE PATH OF STRENGTH AGAINSI THE OPPRESSORS. 
THE MONTH THE FREEDOM FIGHTERS AND PATRIOTS WILL CLENCH THEIR FISTS 
AND WIN AGAINST TANKS AND MACHINEGUNS. THE IMAM OF THE MOSLEMS HAS 
TAUGHT OS TO OVERTHROW TYRANTS. YOU SHOULD UNI Tc.” ARISE AND 
SACRIFICE YuUh BLOOD WHEN ISLAM IS IN DANGER. 

THE GOVERNMENT HAS BEEN PUT IN THE HANDS OF ANTI-MOSLEM 
OFFICIALS TO BENEFIT THE SATANIC RULER AND HIS PARASITIC HENCHMEN 
AND I THUS, RUINED THE COUNTRY. -THE PEOPLE DEMAND THAT ALL THEIR 
FORCES BE EXERTED TO DEPOSE THE SHAH. 

THE MILITARY GOVERNMENT IS ILLEGITIMATE AND UNHOLY, AND 
YOU SHOULD OPPOSE IT AND REFUSE TO' PAY TAXES TO THIS CRUEL REGIME; 

YOU SHOULD HELP THE REBELS AND ENCOURAGE THE NIOC WORKERS TO STRIKE. 
DO THE NIOC WORKERS KNOW THAT WEAPONS BOUGHT WIIH OIL MONEY ARE BEING 
USED AGAINST THEIR BROTHERS, WIVES, MOTHERS, AND CHILDREN? DO THEY 
KNOW THAT THE SHAH SENDS A CONSIDERABLE AMOUNT OF OIL TO ISRAEL TO 
BE USED AGAINST MOSLEMS? CAN THE GOVERNMENT FORCE THE OIL WORKERS 
TO CONTINUE THIS TREASON? 
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INFORMED PEOPLE KNOW. THAI A LIST IS BEING PREPARED OF 
GOVERNMENT OFFICIALS ALL OVER THE COUNTRY WHO ARE GUILTY OF CRIMES. 
GOVERNMENT OFFICIALS XNOV THAT IF THEY UPHOLD THE SHAH -AGAINST ISLAM 
THEY WILL BE PUNISHED IN THE NEAR FUTURE. 

DURING THE MONTH OF MOHARRAM WHEN THE SW®RD IS IN THE HANDS 
OF THE SOLDIERS OF ISLAM, THE HIGH CLERGY WILL LEAD THE SHIITES AND 
THIS TREE OF OPPRESSION AND TREASON (THE GOVERNMENT) WILL BE CUT 
DOWN SO WE WILL NOHLONGER BE SUBJECT TO ITS SATANIC RULE AND 
TRICKERY. 


THERE WILL EE A GREAT ISLAMIC VICTORY OF FREEDOM AND JUS- 
TICE OVER CRUELTY AND TREASON, AND AN ISLAMIC GOVERNMENT WILL BE 
PROCLAIMED. A® TORRENTS OF BLOOD WILL BE SPILLED ON ASHURA TO 

mark the day of vengeancesagainst cruelty and oppression. 

PREACHERS WILL REVEAL THE HOLY DUTIES AND THE CRIMES OF 
THE REGIME TO EXALT THE NAME OF ALI . PROCLAMATIONS WULL BE ISSUED 
TO REACH THE VILLAGERS TO EXPOSE THE CRIMES OF THE SHAH. THEY 
SHOULD BE TOLD THAT THE ISLAMIC GOVERNMENT IS FOR THEM AND AG A 1 NS T 
THE CAPITALISTS AND LANDOWNDRS. ON THE ADVICE OF THE AMERICANS, 

THE SHAH HAS RUINED AGRICULTURE. HE HAS WEAKENED THE COUNTRY TO 
BENEFIT THE CAPITALISTS. THE NEW GOVERNMENT WILL PROTECT YOUR 
jcIGHTS. 


YOUNG FOPLE OF RELIGIOUS CIRCLES, SCHOOLS, UNIVERSITIES, 
NEWSPAPER WRITERS, FARMERS, WORKERS, BAZAAR MEN, AND TRIBES, ETC. — 
EVERYBODY — JOIN IN THE STRUGGLE FOR THE AIMS OF ISLAM. THAT IS, 
OVERTHROW THE OPPRESSIVE PAH LA VI DYNASTY AND THE SHAH’S HEGIME AND 
SET UP AN ISLAMIC REPUBLIC BASED ON THE PROGRESSIVE PRINCIPLES OF 
ISLAM. 


MOURNING SESSIONS SHOULD BE FREE AND NOT HAVE TO HAVE 
PERMISSION FJOM THE MUNICIPALITY OR SECURITY URG ANIZATIO NS . YUU 
SHOULD HOLD THEM WITHOUT GETTING PERMISSION. 

THESE ARE CRITICAL DAYS FOR IRAN A® YOU THE PEOPLE WILL 
LE REMEMBERED IN' HISTORY FOR WHAT YOU DO. IT IS NECESSARY FOR YOU 
TO HELP OVERTHROW THE GOVERNMENT. YOU HAVE TO PROTECT THE NATION 
AGAINST THE ENEMIES OF ISLAM. THE TRAITORS WANT TO PROTECT THE 
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SHAH BUT THEY ARE MISTAKEN. THE SHAH HAS TO GO AND THESE' PARASITES 
CANNOT SAVE HIM. 

I CA1.L ON THE GREAT NATION OF IRAN TO EXFRT THE STRENGTH 
i.F ISLAM AGAINST THE SHAH AND HIS OPPRESSORS DURING THE HOLY MONTH 
OF MOHARRAM. LET us JOIN IN OUR HOLY AIMS TO THE HONOR OF THE 
PEOPLE. I CONGRATULATE THE MOTHERS AND FATHERS OF THE BRAVE YOUTH 
WHO HAVE BEEN MARTYRED IN THE STRUGGLE. THERE WILL BE A GREAT ISLAMIC 
REVOLUTION IN IRAN AND OTHER MOSLEM COUNTRIES. THEY SERVE AS THE 
MODEL FOR YOUTH IN OTHER MOSLEM COUNTRIES. WE HOPE YOU FLY THE 
VICTORIOUS FLAG OF AN ISLAMIC REPUBLIC IN ALL PLACES. THIS IS MY 
RESPONSIBILITY FROM GOD 


SALUTATIONS, 

AYATOLLAH RUHOLLAH KHOMEINI 

«. ACOI IRAN, TEHRAN <29 NOVEMBER |978>. FIELD REPORT NO. 
NIT- 10, 194. 

7. FIELD OISSEM i EMBASSY AT TEHRAN (AMBASSADOR, DCM, AND 
P01 1TICAL COUNSELOR, DEFENSE ATTACHE, AND RSO ONLY). SENT TO PARIS, 
NEW DELHI, KABUL, ISLAMABAD, KARACHI, MUSCAT, ATHENS, ABU DHABI, 
KUWAIT, JIDDA, /SMMAN, TEL AVIV, CAIRO, MANAMA, ANKARA, ISTANBUL 
(AMBASSADOR, DCM, AND POLITICAL COUNSELOR ONLY). SENT TO EXCLUSIVE 
FOR J-2, USCINCEURJ EXCLUSIVE FOR CINCUSAREURj EXCLUSIVE FOR 
CINCUSAFEj EXCLUSIVE FOR CINC0SNAVEUR I EXCLUSIVE FOR COMIDEASTFOR J 
EXCLUSIVE FOR COMSIXTH FLT ; EXCLUSIVE FOR CINCSACj CINCPAC (EXCLUSIVE 
FOR CINCPAC, COMIPAC, AND POLAD) USNMR SHAPE (FOR GENERAL HAIG). 

REPORT CLASS SECRET WARNING NOTICE — . SENSITIVE INTELLIGENCE 
SOURCES AND METHODS INVOLVED — NOT RELEASABLE ;0 FOREIGN NATIONALS - 
NOT RELEASABLE TO CONTRACTORS OR CONTRACTOR/CONSULTANTS — DISSEMINA- 
TION AND EXTRACTION OF INFORMATION CONTROLLED BY ORIGINATOR. 

CLASSIFIED BY RECORDED REPORTING OFFICER XQDS-B. 

SECRET 
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MEMORANDUM OF CONVERSATION 


PARTICIPANTS: 


DATE f, PLACE: 
SUBJECT: 


Serge Degallaix, First Secretary, French Embassy 
Clyde D. Taylor, First Secretary, American Embassy 
December 3, 1978, Mirabel le Restaurant 
French Economic Interests in Iran 


DISTRIBUTION: AMB/DCM, POL, OR, JLM/RF, 
1 rench Population 


NEA/ I RN, Cornmerce/CAONE 

Treasu ry/OAS J A/ODN 


Mr. Degallaix estimated the French population in Iran at 4,500. 
lie said that the French Government school, the Lycee, had already 
decided, and this is by December 3, to close down for the two 
remaining weeks before Christmas vacation. Thus, he anticipated 
a large exodus for the long Christmas vacation. He said that 
before this closing the Lycee had dropped in enrollment from 450 
to about 375. 


I i f fects on French Business in Iran 

Mr. Degallaix knew of only one French firm that had closed its 
office due to the problems here and this was a conglomerate sales 
office and not a large one at that. He did say that he had heard 
of an increase in slow payments due French firms. He said that 
there is some concern by COFACE, France’s export bank, concerning 
their large exposure with Bank Omran, an exposure which exceeds 
$100 million cqui valent. He said this exposure, relates to a 
number of joint ventures that have been undertaken with firms 
involving the Pahlavi Foundation or Bank Omran. Concerning the 
Tehran METRO, he characterized the project as alive but perhaps 
being subject to stretch out. 

Uu i 1 roads 

The French have not received a contract yet for their portion of 
the railroad electrification but they do have a general planning 
and technical assistance contract with the Iranian State Railways 
and this contract is continuing. 

Nuclea r 

He said that the strike at the nuclear sites lasted for a little 
over two weeks. He said there was a dispute over whether or not 
the workers would be paid during the strike period. The military 
said that they should be paid and yet the AEOI said no; a compro- 
mise was agreed and the employees were paid at half rate. 
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Ayatollah Khomeini 

Degallaix said that there should not be speculation over what 
happens to Khomeini when his three months' visa runs out in 
France. He said that he can stay up to a year and that his 
Government views Khomeini as just another one of 25,000 Iranians 
in the country. He said that there was "no problem concerning 
his staying up to a year." 


Biographic 


Mr. Degallaix, who handles various political issues but macro- 
economic reporting as well (as distinct from the commercial offic 
in another location which deals strictly with trade matters! has 
been in Tehran for about two and a half years. He is leaving 
the end of December; his wife has already left. He will assume 
in Paris one of the Deputy positions in charge of commodities 
to former French Embassy Minister de Sedouy. 
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f.P. 12365: GDS 1/4/35 (FEIFER, THEODORE R. ) OR-P 

TAOS: PEPR, PCOV, IS, IR, IF 

SUBJECT : ISRAEL AND DEVELOPMENTS IH1MS 


I. SUMMARY: ISRAELIS PAVE WATCHED WITH AWFUL FASCIKA- 
T I ON IRAN'S PROGRESSION TO THE LOWER DEPTHS. THE 
CRUMBLING 07 THE SEAR'S REGIME IS EXPECTED TO STRENGTHEN 
NASCENT ISLAMIC FANATICISM IN THE MIDDLE EAST, SIGNIFI- 
CANTLY AFFECT ISRAEL'S OIL SUPPLY, ENDANGER IRAN S 
HU, 333 JEWS, AND FURTHER THREATEN REGIONAL STABILITY 
THAT IS A YEY UNDERPINNING TO TEE MIDDLE EAST PEACE 
’■ACCESS OVER THE YEARS AHEAD. FEW DOUBT TEAT THE NEXT 
GOVERNMENT IN TEHRAN WILL CUT TF2 ISRAEU-IRANI AN LINE. 
(TIDING THE GLOOM PFvCDUCED 
1NOR.MOUS STRATEGIC S^TBACX 

IRAN WOULD SIGNIFY.. A POPULAR ISRAELI PE RCEPT ION IS, 
THAT THE U.S. COULD HAVE MOVED MORE ENERGETICALLY AJH> 

• (■fiCTIVILY ON BEHALF OF THE SHAH AND SOME POINT TO 
IRAN AS AN ILLUSTRATION THAT ISRAIL CANNOT IN THE 
FIN; I ANALYSIS DEPEND ON WASHINGTON. FURTHER, ISRAELIS 
I SAP THAT TEE INDUSTRIALIZED STATES, AND- ESPECIALLY 
THE U.S., WILL BECOME EVEN MORE DEPENDENT ON SAUDI 
ARABIA AND THUS LESS WILLING TO SXERT 'PRjSSUR?_ ON TEE 
SAUDIS TO SUPPORT TF.E CAMP DAVIOvABWJDS, A#?' I MODERATE 
SOLUTION TO THE ARAB-ISHAILI CONUfeTifM**»B>ri«NS' 


BY THI$* W0RRl|i;;4S THE 
TO TPE WJST MCI A RADICAL 
BLI PE RCEPT 1 
IN EP.J fflCA] 
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• PAGE TWO CONE X 0 P N T I A L 285 

i Ai'-'c) CONf.E.v.V 3SK1V.AT1C BY DEVELOPMENTS IN IRAN SA Vi 

i ot ppcrrcra a discernible siw in goi positions with 
r csplct to the treaty with pgypt. there is great 

I ANXIETY HERE ABOUT TSE E ERECT A RADICAL IRAN WOULD HAVE; 

j ON THE MIDDLE FAST IN GENERAL AND ISRAEL IN PARTICULAR,, 1 

, BUT NO RECOGNITION TEAT GOI POLICIES WILL HAVE SOME ■ 

I CONSIDERABLE INFLUENCE ON THE FATE OF MODERATION IN f 

j THE ARIA . END SUMMARY . ; - : k ; ’ 

; 2. LITE TEE REST OF U3, ISRAELIS HAVE WATCHED WITH > 

' AWFUL FASCINATION IRAN'S PROGRESSION TO THE LOVER 
| DEPTHS. THEY BELIEVE THE FRIENDLY AND STAUNCHLY PRO- j 

l WEST REGIME OF THE SHAH HAS CRUMBLED BEYOND REPAIR AND 
1 AWAIT WITH FOREBODING ITS SUCCESSOR. FEW DOUBT TEAT 
| TRE NEXT GOVERNMENT,' WHOEVER ITS' LEADER, IN TEHRAN WILL; 

| TERMINATE MOST, IF NOT ALL, ASPECTS OF THE CAREFULLY j 

1 CONSTRUCTED AND CLOSE I SEA EL I -I RAN I A. N RELATIONSHIP. 1 

I ONLY A COUP BY THE MILITARY, IN TEE VIEW OF SOME ISRAELI 

I ANALYSTS, WOULD ENABLE ISRAEL TO SALVAGE AT LEAST SOME (j 

ITS LINES WITH 17AM.' ' LODGED AT WITHIN THE REGIONAL i 
I FRAMEWORK , THE SUCCESS OF THE ISLAMIC OPPONENTS OF THE 1 

j SHAH IS EXPECTED HERE TO STRENGTHEN NASCENT FORCES 1 

OF ISLAMIC FANATICISM IN THE MIDDLE EAST WHICH WILL 
I CONTRIBUTE' TO REGIONAL INSTABILITY AND OPEN THE WAY TO i 
I INCREASED SOVIET PENETRATION OF THE AREA. DIVSLOP- 
i MENTS IN IRAN ARE THUS PERCEIVED BY ISRAELIS AS HAVING 1 

I DISTURBING IMPLICATIONS, NOT ONLY FOR THE ISRAELI- A 

| IRANIAN BILATERAL RELATIONSHIP, BUT ALSO FOR THE RE- J 

I GIONAL STABILITY THAT IS A SET UNDERPINNING TO THE a 

I MIDDLE EAST PEACE PROCESS OVER THE YEARS AHEAD. v 

i 3. A CLOSE RELATIONSHIP WITH IRAN HAS IMPORTANT SUB- 
1 STANTIVS AS WELL AS SYMBOLIC IMPORTANCE FOR ISRAEL. 

| UNTIL RECENTLY IRAN WAS THE SOURCE OF TWO-THIRDS OF * 

I ISRAEL'S OIL SUPPLY. SUBSTANTIAL MILITARY AND INTELLI-I 
GENCE COOPERATION HAS DEVELOPED BETWEEN THE TWO STATES { 

I OVER TFE YEARS. ISRAELI FIRMS HAVE BEEN INVOLVED IN f 

I CONSTRUCTION AND DEVELOPMENT PROJECTS IN IRAN W3ICH, | 

TOGETHER WITH EXPORTS, HA' r E EARNED 3510 mttjj/W no T. LAPS ; 

I ANNUALLY. SYMBOLICALLY, ISRAELIS” SAVE VIEWED THEIR 
I CLOSE RELATIONSHIP WITH MUSLIM IRAN AS A SIGN THAT 

THE JEWISH STATE WAS NOT A PARIAH TO ALL IN THE MIDDLE i 
I EAST. ALTHOUGH IRAN DID NOT ESTABLISH DIPLOMATIC j 

I RELATIONS WITH ISRAEL .^LIAISON OFFICES SERVED AS ‘ 

DIPLOMATIC MISSIONS IN ALL BUT NAME# IN ADDITION, 

I ISRAEL HAS VALUED THE SECURE EXISTENCE ENJOYED BY 
I IRAN'S 30,303 JEWS, THE LARGEST JEWISH COMMUNITY 

STILL LIVING IN A MUSLIM STATE#*- i 

| 4. THUS, IT IS WITH GROWING TREPIDATION' THAT ISRAELIS 
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WILL NOT BE RECEIVING PERSIAN CRUDE IN THE FUTURE. 

WHILE THIS HOT-UNEXPECTED DEVELOPMENT CREATES A 
DIFFICULT PROBLEM FOR ISRAEL, THE GOI IS NOT ANXIOUS 
TO INVOKE THE U.S. 1975 SINAI II COMMITMENT TO SUPPLY 
ISRAEL WITH U.S. OIL UNTIL OTHER ALTERNATIVES HAVE 
BEEN MORE FULLY EXPLORED. NOT ONLY DOES THE PROSPECT 
OF YET FURTHER DEPENDENCY ON WASHINGTON PRODUCE MUCH 
HESITANCY HERE, BUT BUYING U.S. OIL WOULD BE EXTREMELY 
EXPENSIVE AND IS THEREFORE TO BE AVOIDED IF POSSIBLE. 

5. FEEDING THE GLOOM HERE PRODUCED BY THESE WORRIES IS 
THE ENORMOUS STRATEGIC SETBACK FOR THE WEST WHICH A 
RADICAL IRAN WOULD SIGNIFY. NOT ONLY WOULD A MAJOR 
OIL EXPORTER HAVE LURCHED OUT OF THE WESTERN CAMP, BUT 
THE U.S. POSITION IN THE NORTHERN TIER WOULD HAVE ' 

UNRAVELED FURTHER, WITH SOVIET INFLUENCE LIKELY TO 
INCREASE. FURTHERMORE, SINCE THE MUSLIM OPPOSITION 
TO THE SHAH IS NOT EXPECTED TO BE A3LE TO ESTABLISH 
A STABLE SUCCESSOR REGIME, THE ISRAELIS THINK THAT 
IRAN IS IN FOR AN EXTENDED PERIOD OF TURMOIL. THE 
NEXT GOVERNMENT MAY NOT BE A RADICAL ONE, BUT NEITHER 
WILL IT BE STRONG. DESPITE ISRAELI RECOGNITION OF THE 
REVOLUTIONARY FORCES AT WORK IN IRAN, THEY BELIEVE THE 
U.S. COULD HAVE MOVED MORE ENERGETICALLY AND EFFECTIVELY 
TO ASSIST ONE OF THEIR MOST XONGSTANDING AND CONSISTENT 
-Sillies? and those israelismskepticaww the value of 
AMERICAN COMMITMENTS POINT DISPARAGINGLY TO IRAN AS 
AN ILLUSTRATION THAT ISRAEL CANNOT IN THE FINAL. - 
ANALYSIS DEPEND ON WASHINGTON. 
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‘MOSS 3R0ADLV, SO LONG AS IRANIAN flIL PRODUCTION 
IS DRASTICALLY REDUCED, ISRAELIS FEAR-fHAT THE INDUS- CONFIDENTIAL 
T.UALIZED STATES III LL BECOME EVEN MORE DEPENDENT OH PAGE FIVE 285 
.7 SOI ARABIA. AS SEEN FROM HERE, THE U.S. WILL BE 
EVEN LESS WILLING TO EXERT PRESSURE ON THE SAUDIS TO 
SUPPORT THE CAMP DAVID ACCORDS AND A MODERATE SOLUTION 
TO THE ARA3-ISRAELI CONFLICT. FURTHERMORE, WITH THE 
EAUDIS EVER MORE IN THE DRIVER'S SEAT, SADAT TOO WILL 
LIVE EVEN LESS MANEUVERING ROOM IN THE PEACE NEGOTIA- 
TIONS THAN AT PRESENT. 

7. WITH THIS IN HIND, ISRAELIS ARE ONCE AGAIN REITER- 
AIING THEIR LONG-HELD ARGUMENT THAT SAUDI ARABIA IS AN 
l;D£PENDA3LE SUPPORT FOR THE AMERICANS' TO LEAN ON. AS 
ISRAELIS SEE IT, THE SAUDI REGIME IS AS INHERENTLY 
VULNERABLE TO A WAVS OF ISLAMIC FANATICISM AS THAT OF 
THE SHAH'S. THE RAPID TEWO OF MODERNIZATION AND 
CHANGE IN SAUDI ARA3IA IS THOUGHT TO PROVIDE FERTILE 
GROUND FOR THE INCREASED INFLUENCE OF EXTREMIST RELI- 
GIOUS ELEMENTS ON THE ROYAL FAMILY AND EVEN FOR THE 
APPEARANCE OF A SAUDI QADAFI 

0. THE EMOTIONS AND CONCERNS GENERATED BY DEVELOPMENTS 
IN IRAN HAVE NOT YET PRODUCED A DISCERNIBLE SHIFT IN 
GOI POSITIONS WITH RESPECT TO THE TREATY WITH EGYPT, 

NOR DO WE THINX THEY WILL. THE REMAINING ISSUES IN 
THE Treaty package ARE FINITE AND THERE IS NO SIGN 
THAT IRANIAN EVENTS ARE SEEPING INTO THEM AROUND THE 
EDGES. INDEED, ONE COULD LOGICALLY ARGUE THAT THE 
COLLAPSE OF ONE OF I HE MODERATE REGIMES IN THE REGION 
SHOULD LEAD ISRAELIS TO SEE THEIR FUTURE WITH EGYPT 
IN THE FIRST INSTANCE AND SUBSEQUENTLY WITH SAUDI 
ARABIA AND THEREFORE TO MOVE TO CONCLUDE THE TREATY 
PACKAGE AS QUICKLY AS POSSIBLE. BUT UNFORTUNATELY 
THAT STRATEGIC PERSPECTIVE IS ALSO ALMOST TOTALLY 
ABSENT HERE. SOME, INCLUDING FOREIGN MINISTER DAYAN, 

SEE SADAT'S REGIME AS POTENTIALLY VULNERABLE TO THE SAME 
KINDS OF FORCES WHICH NOW SEEM TO HAVE NEARLY TOPPLED 
THE SHAH. THEY BECOME ONLY MORE WARY ABOUT YIELDING 

strategic space and oil wells in exchange for a peace 

TREATY WITH SUCH A POTENTIALLY' VULNERABLE EGYPTIAN 
REGIME. WHAT WE SEE HERE IN GENERAL >18 GREAT ANXIETY 
ABOUT THE EFFECT A RADICAL IRAN WOULD HAVE ON'TKE 
MDDLE EAST IN GENERAL AND ISRAEL IN EARTICULAD, BUT 
ALMOST NO RECOGNITION THAT GOI POLICIES WILL HAVE SOME. 

C3USIDERA3LE INFLUENCE ON THE FATE OF , MODERATION IN THE 
AREA. LEWIS 
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FORECAST: CLOUDY FOR IRAN 


Summary: A civilian government will take over Iran 
lacing problems sufficient to defeat the luckiest and 
most experienced politicians and there appear to be 
neither, ^imost the most hopeful prospect for this 
government is a shaky, embattled care-taker status 
leading to elections in early summer. More likely is 
its failure precipitating a renewed crisis. In either 
event, the future looks dangerous for individual 
Americans. End Summary. 


1 s fahan Perspective on the Bakhtiar G o vernmen t 
As the rumours spread of a Bakhtiar Government, I sought 
the opinion of Isfahanis about his chance for success. 

The responses were basically a weak positive. Most 
respondents stated that if Bakhtiar was able to obtain 
the endorsement of Khomeini and (most important) the 
departure of the Shah, and if he found competent and 
unexceptionable cabinet members, they had nothing againsj 
him, and he would have a chance. No one I spoke to was / 
excited about him, but no one was displeased. They 
stated that he was probably more acceptable to the 
military than any of the other opposition names mention^ 
in the past and was probably acceptable to the National v 
Front as well. The more sophisticated pointed out that 
the combination of competence and no participation in 
public life in the last twenty years or so (necessary 
to be unexceptionable) was most unlikely and that 
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bikhtiar would have to choose between competence and support. 
Mace Iran faces now all the problems which toppled previous 
governments, exacerbated by the last six months of strikes 
and disturbances, it is most unlikely he will find a Cabinet 
able to function effectively and he is likely to become the 
first post-Shah scapegoat. It is possible that last minute 
maneuvering will push forward someone else in place of * 
Bakhtiar. However, any civilian forming government at this 
(I me will have the same constraints and problems as Bakhtiar, 
ao the following serves whatever the name of the new Premier. 

I’lob leras Fac ing the Government 

'flu, new government will first have to perform a subtle and 
irlcky balancing act. It must prove acceptable to the Shah, 
or will not be appointed, but too much approval by the 
Shah will make it unacceptable to the dissidents. It must 
he approved by the Parliament, which most nearly represents 
i lie populace, but as the Parliament itself contains many 
members unacceptable to the dissidents (and as a body is 
considered a Shah puppet), it must distance itself from 
i he Parliament. It must gain the acceptance of the striking 
workers, so that they will return to work, but must distance 
i '. .elf from the wage promises made by the last government if 
! i. hopes to deal with inflation. 

. i.e first problem the government will face will be a race 
lii-'wocn the departure of the Shah, a necessity for 
■ -i ,-ptability, and the organization of resistance by competitor 
^■position groups. The Shah is likely to delay departure 
uni il he is sure of the stability of the new government, but 
unless his timing is very good, his delay will fix the image 
«.f the Bakhtiar government in the public mind as just another 
Shah Government, thereby rendering it unacceptable. 

i u r accepted, the government will have to handle the 
i-i wnge factor. In Isfahan, lists have appeared with over 
I i'j names scheduled for death and larger numbers for "punish- 
tei.-nr." (unspecified) or imprisonment. These lists, locally 
produced by the opposition, supposedly list SAVAK personnel, 
military personnel who ordered or caused the death of 
dissidents and private or government figures who are 
considered corrupt or profiteers. The names on the list 
vary with the presenter, and it is known that many names 
are put on the list to settle old, personal scores. 

Supposedly, such lists exist in every city and town in Iran. 

In Isfahan, some of those on the death list have already been 
.sassinated. The new government will have to take steps to 
satisfy this lust for vengeance, but to also afford the 
■: arance of justice. Moreover, there are such large 
numbers of military and security authorities on the list, 
i nut the military would not stand for anything more than 
token sacrifices. If the mobs are not satisfied with govern- 
ment action, however, they are likely to take action themselves, 
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and SAVAK and the military to defend themselves--with bloody 
fighting a real possibility. 

In a broader sense, the government will also have to find a 
way to restore order, faced with bands of youne toughs --used* 
to and enjoying the violence of mobs--continuing their 
activities. Again a delicate balance is necessary, because ' 
anything approaching martial law or an autocratic order will; 
cause the general populace to rise again. ’ 

The larger problem will be the economy. The govepiment must, 
get the workers back to work and at the same time, must ask 
them and the entire country to accept sacrifices^-shortages , 
and probably high prices. The workers were proposed wage , 
increases the country cannot afford, and the costs of j 

returning the economy to an even keel will be astronomical. 
When the workers refused to return to work for wage 
increases of 50-125%, will they now return to work for ; 

their old wages? The capitalists and entrepeneurs , and 
those who control the capital which fled Iran in the last 
six months, will watch closely the actions of the government; 
If they see policies designed to appease the workers at the 
cost of inflation and depression, they will refuse to expend! 
any risk capital. Unemployement is certainly high now and 
will increase unless the businessmen are willing to participi 
in the economy. The business community is in a critical 
cash flow situation. Those factories which continued 
opera ting have largely used up all bank credit they possessed 
drawing down on stocks (particularly fuel) and currently 
possess large stocks of unsold goods but no money. Bazaari^ 
mostly closed for up to two months are also cash poor, and 
customers paying profiteering prices while getting uncertain 
wages are also cash poor. From somewhere, these must be a 
major infusion of cash or credit to prime the pumps, and for 
a lor,; period of time as business is normally conducted on 12 
Jay i, vui.ee basis. Unless the flight capital can be persuade 
to return to make this infusion, new money will automaticallj 
create major inflation, fueling a new economic-political cri< 

Scenar io for (Limited' Success 

It seems’ unlikely that this untried government can survive, 
faced with the above problems. One scenario for limited 
success, however, follows: drawn from reflections on comments 
of National Front activists in Isfahan. This presumes the 
Shah will leave as the Khomeini/National Front opposition to : 
Bakhtiar nears a peak, causing the protest movement to collap 
in the surge of joy at this element of success. All workers 
will return to their jobs as part of that joy, without 
immedtit.? discussions about wages. Khomeini will lose any 
influence, as he will continue demanding protest when most 
people are tired of it. The government will schedule 
immediately several major show trials, and somehow "endorse" 
the various revenge lists, without acting on them, focusing' 
people ’ s attention on the major tirals and vowing an "unendin 

CONFIDENTIAL 


34 


CONFIDENTIAL 


4 . 


pursuit" of all malefactors. Meanwhile, the important 
have their Iranian property confiscated when the government 
learns of their flight. As it will not be fair to punish 
underlings when the big fish escape, only a few symbolic 
arrests will be made. Any workers who attempt strikes or 
protest about the lack of raises will be attacked as 
profiteers, following the model of the Shah, and jaw-boned 
back to work. 

The cabinet will be in a state of constant shuffle, gradually 
bringing in representatives of the various National Front 
and other opposition party factions, and playing them Off 
against the other, with Ministers abruptly dismissed as 
incapable of dealing with various problems, thus shifting 
the blame and buying time. A great deal of attention 
will be paid to upcoming elections, with numerous committees 
appointed, including opposition figures and probably a few 
minor delays, just to keep people anxious. The government 
will itself take a major part in the campaign, declaring 
the country's problems as serious and demanding that 
candidates address the problems, not personalities. The 
opposition will have one eye on the elections, so will be 
unable to make a united front against Bakhtiar. The economy 
will muddle through, with the government making many announce- 
ments about the need for sacrifice, so that Iran will belong 
to Iranians. Finally and perhaps most important, the Govern- 
ment will focus attention on a new enemy, probably foreigners, 
and cost likely Americans. They will be accused of 
treacherously abandoning necessary projects as a last gesture 
of support for the Shah, and simultaneously of attempting to 
take advantage of the country’s precarious economy of profit-- 
damned if they stay or if they leave. Among the symbolic 
punishments will be of foreigners working without work and 
residence permits, or otherwise in violation of any Iranian 
rceulations--probably nothing more than expulsion hut given 
z etg play. There is little room for maneuver in this 
scenario, but if all ‘.he elements fall into place, the 
Bakhtiar Government could maintain Itself until elections, 
and perhaps even after, depending on the level of 
opposition discord. 

I mg 11 c ations for the U.S. and Americans 

if tue "Bakhtiar government fallsi the likeliest result will 
be a new authoritarian regime, either by military coup or 
by an uprising of the radical right (elevating Khomeini) or 
the radical left (unlikely to be friendly to the U.S.). A 
military coup, while likely to be both successful and friendly 
to the U.S., is unlikely to last longi as the populace have 
learned how to fight the military-civil disobedience and 
economic pressure rather than direct violence--and there is 
no evidence the uilitary.-has learned a proper response. If 
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iC did succeed, it would be only if it adopted radical right 
or left plumage, A Khomeini government would be, at least 
initially, hostile to the U.S. and foreigners and would be 
likely al ;o to dissolve shortly of its own incompetence if 
nothing else. A radical left government, like that in 
Afghanistan, is likely to be correct in its relations to the 
U.S., but lean heavily on the USSR for support and would 
become quickly entangled in internal disputes with the 
religious right, again like Afghanistan. Any of these 
results will lead to the disintegration of the economic 
strength of Iran, the increased likelihood of further groups 
and struggles, and the loss of a. U.S. ally. 

On the other hand, a Bakhtiar success is likely, at least 
in the short run, to be seriously dangerous for Americans 
living in Iran, or at least in Isfahan. The anti-foreign/ 
anti-American feeling continues here, accompanied by 
violence of increasing intensity. If a government in Tehran 
both restricts revenge on SAVAK and security figures and 
adopts an anti-American attitude, there will almost 
inevitably be an increase in violent incidents against 
Americans , and at present of higher levels of violence, 
the results will be serious injury and death. It appears 
that what is in the better interests of the U.S. will work 
against individual Americans and probably will require a 
major reduction in the American presence here, for several 
■tenths at least. 
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SUBJECTI ASSISTANT SECRETARY SAUNDERS) STATEMENT 

FOLLONINS IS THE TEXT OF A STATEHENT NHICH ASSISTANT 

SECRETARY SAUNOEHS IS 0CLIVERIN6 TO AN OPEN SESSION OF THE 

HOUSE INTERNATIONAL RELATIONS COMMITTEE ON winminAV it /7 , 

18108 A.M., NASHJNSTON TIME, PLEASE NOTE THAT IT IS 

EMBARGOED FOR PUBLIC USE UNTIL THE TIME TOMORROW OP ITS ' 

DELIVERY BEFORE THE COMMITTEE, 

BEGIN TEXT 

— THE PRESENT SITUATION IN IRAN AND ITS IMPLICATIONS 
INTROOUCTIUNI 

THIS HEARING PROVIOES AN OPPORTUNITY FOR US TO REVIEW 
TOGETHER THE PRESENT. SITUATION IN IRAN AND SOME OF ITS 
IMPLICATIONS FOR THE FUTURE OF UNITED STATES POLICY 
TONAROS IRAN AND THE MIOOLE EAST, 

PAGE 2 CONFIDENTIAL SB1101S! 


38 


*- DEPARTMENT OF DEFENSE ^ 

JOIMT CHEFS GFITAff 
MESSAGE CENTER 

PAGE 3 CONFIDENTIAL 

I PROPOSE TO DEAL WITH THE FOLLOWING QUESTIONS IN THIS 
INTRODUCTORY PRESENTATION! 

••WHAT HAVE BEEN THE INTERESTS ANO ROLE DP THE UNITEO 
STATES IN IRANI 

—WHAT IS THE PRESENT SITUATION ANO HON DIO IT ARISE? 

—WHAT ARE THE REGIONAL AND GLOBAL IHPLICATIUNS OP 
THESE DEVELOPHENTS IN IRANI 

••NHAT IS THE U.S. POSTURE TOWARD THIS SITUATION! 

— WHAT LIES AHEAD! 

IN SHORT , I WILL BE DEVELOPING THE POLLOWING POINTS! 

—THE UNITED STATES REHAINS PIRHLY COMMITTED. .AS HAS 
EVERY AMERICAN ADMINISTRATION SINCE WORLD WAR II. .TO A 
FREE, STABLE, AND INOEPENOENT IRAN, IRAN'S INDEPENDENCE 
IS CRITICAL IN PROTECTING' THE PREEOOH OP OTHER NATIONS 
IN THE RIDDLE EAST. FIFTY PERCENT OP THE PETROLEUH 
consumed by the Free world passes through the straits 

OF HORMUZ ON IRAN'S SOUTHERN PLANK. 

••IRAN, LIKE OTHER NATIONS THAT HAVE DEVELOPED RAPIDLY , 
HAS EXPERIENCED FUNDAMENTAL ANO ACCELERATING CHANGE OVER 
THE PAST TWO DECADES. .ECONOMIC DEVELOPMENT, WIDESPREAD 

social change, and demands for greater popular involve* 

RENT IN SHAPING THE DECISIONS WHICH AFFECT IRAN'S LIFE 
ANO FUTURE. IN THE COURSE OF THIS PROCESS OF RAPID 
MODERNIZATION, economic progress has out* paced the 
DEVELOPMENT OF POLITICAL INSTITUTIONS, SOME IRANIANS 
HAVE FELT THAT THEIR TRADITIONAL ROLES AND RELIGIOUS 
CONVICTIONS HAVE BEEN THREATENED BY THESE DEVELOPMENTS 
AND BY THE INTRODUCTION OF AN UNFAMILIAR CULTURE, MANY 
ARE NOW INSISTING ON A WIDER SHAMING OF POLITICAL POWER 
AS WELL AS ECONOMIC BENEFITS. THIS IS THE CRUX OF THE 
BT 
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RU0TC/AMEMBAS8Y LONDON 6382 
RUEHMO/AMEMBASSY MOSCOW 6660 
RUFHNA/USMISSION U8NAT0 2114 

rufnps/amembassy Paris ssss 

RUFHRO/AMEMBASSY ROME 4728 
RUEHOT/USMI SB I ON U8UN NEW YORK 6131 
RUUMBI/AMEMBASSY ABU DHABI 2432 
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PROBLEM IN IRAN TODAY. 

.•our policy over three decades mas seen to monk with 

IRAN, AS WITH OTHER NATIONS UNDERGOING THESE PROFOUND 
CHANGES, TO HEL? THEM FIND CONSTRUCTIVE SOLUTIONS TO THE 
PROBLEMS THEY FACE, EMERGE FROM PERIODS OF CHANGE MITH 
HER STABILITY, AND PRESERVE THEIR NATIONAL INDEPENDENCE. 
OUR STNQNGLY-HELO VIEW IS THAT NO OUTSIDE POWER SHOULD 
TRY TO DICTATE IRANIS COURSE, EXPLOIT INSTABILITY FOR 
ITS OWN ENOS, OR SEEK CONTROL OF ANY KIND IN THIS AREA. 
EACH NATION SHOULD HAVE THE FREEDOM TO WORK OUT ITS 
FUTURE PREfc FROM OUTSIUt INTERFERENCE. 

—the entire area of western asia is characterized by 

GROWTH and CHANGE. CHANGE PRODUCES OPPORTUNITY AS WELL 

AS INSTABILITY AND crisis, the issue is how to channel 

CHANGE ALONG paths LEADING TO STABILITY AND STRENGTH, 

OUN POSITION IN THE AREA II STRONG. HOST OF THE STATES 
THERE share OUR OBJECTIVES FOR THIS HEGIQN..TME SECURITY 
ano national independence op each state in the area and 
THE OPPORTUNITY TO CHOOSE THEIR OWN WAYS YO BUILP SETTER 
LIVES PON THEIR PEOPLE, BECAUSE WE SHARE THOSE OBJEC> 
TIVES AND SEEK NO DOMINATION, WE BELIEVE UNITED STATES 
HELP IN APPROPRIATE WAYS WILL BE SOUGHT IN THE FUTURE 
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AS IN THE PAST AS NATIONS OF THE AREA MONK OUT THEIR 
FUTURES. RE ARE IN CLUSE TOUCH rITH GOVERNHENTS IN THE 
REGION ANU ELSEMHEHE AH08E INTERESTS ARE ALSO 
AFFECTED BY THIS SITUATION, 

AMERICAN INTERESTS AND RQLEI 

THE INTERESTS OF THE UNITED STATES In IRAN HAVE REMAINED 
CONSTANT OVER THE PAST GENERATION. 

SECAUSE OF IRAN'S IHPORTANCE TO THE SECURITY OF THE 

gulf region, future of the mioole east, and the produc- 
tion OF OIL, he HAVE A STRONG INTEREST IN A FREE, STABLt, 
and independent Iran, re have persistently and actively 

FUHSUEO THIS OBJECTIVE SINCE HURLO NAR II, 

HONKING NITHIN the UNITS SET BY THE GOVERNMENT OF IRAN 
IN AREAS OF COMMON INTEREST, RE HAVE HELPED IRAN STRENGTH- 
EN ITSELF ECONOMICALLY IN TMO RAYS] (I) RE HAVE PARTI- 
CIPATED IN IRAN'S MODERNIZATION, FIRST THROUGH DEVELOP- 
MENT ASSISTANCE AND THEN THROUGH THE COOPERATION OF 
PRIVATE AMERICAN FIRMS, (2) AMERICAN ANU OTHER mESTERN 
COMPANIES HAVE RORKEO CLOSELY IN THE OEVELUPHENT OF 
IRAN'S OIL PRODUCTION ANO MARKETING, THEREBY HELPING 

ro provide the revenues mhich have been the main engine 

OF IRAN'S ECONOMIC DEVELOPMENT, 

AS IS OFTEN THE CASE MITH GOVERNMENTS HHEHE AUTHORITY 
IS HIGHLY CEhTkALIZEQ AND RHERE IMPORTANT ECONOMIC AND 
STNATEGIC INTERESTS AkE AT STAKE, OUR ABILITY TO MAINTAIN 
CONTACT RITH ALL ELEMENTS OF THE SOCIETY AND PRESS 
EFFECTIVELY AND CONSISTENTLY FOR CONSTRUCTIVE CHANGE HAS 
BEEN LIMITED, rmERE RE SAR SOCIAL AND POLITICAL PRESSURES 
BUILDING UP rITHIN THE SOCIETY, ME CALLED ATTENTION TO 
THEM, BUT THt PACE OF DEVELOPMENT HAS BEEN BET BY THE 
GOVERNMENT ANO CIRCUMSTANCES IN IRAN, 

RE HAVE ALSO RESPONDED TO IRAN'S REQUESTS TO HELP MODERN- 
BT 
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IZE ITS ARHEO FORCES. MHICH HAVE PLATED AND HILL CONTINUE 
TO PLAY AN IMPORTANT ROLE IN IRAN'S DEFENSE* FOL LOSING 
BRITISH MITHDRANAL IN 1071 FROM A SPECIAL ROLE IN THE 
PERSIAN GULF ME HAVE ENCOURAGED COOPERATION SETMEEN THE 
STATES OF THAT REGION TO STRENGTHEN SECURITY THERE, IN 
PANT TO COMPENSATE FOR BRITISH MITHDRANAL. ME EXPANDED 
OUR SECURITY ASSISTANCE RELATIONSHIP, THE IRANIAN ARMED 
PONCES IN ADDITION TO HELPING NEIGHBORING OHAN DEFEND 
AGAINST INSURGENCY HAVE HELPED PROTECT HESTERN ACCESS 
TO OIL SUPPLIERS. 

ME HAVE ALSO ENCOURAGED IRAN'S CONTRIBUTION TO GLOBAL 
ECONOMIC PROGRESS AND STABILITY, UNTIL RECENTLY IRAN 
HAS CONTRIBUTED NOT ONLY BY PRODUCING OIL FOR THE MORLO'S 
ENERGY NEEOS BUT ALSO BY GIVING SUBSTANTIAL AID TO OTHER 
COUNTRIES, INVESTING IN BOTH THE DEVELOPED AND THE 
DEVELOPING NORlD, And PLAYING A SIGNIFICANT ROLE IN THE 
NOKLD ECONOMY, 

IN INTERNATIONAL DIPLOMACY, IRAN HAS HADE NUMEROUS 
POSITIVE CONTRIBUTIONS! PEACEKEEPING IN VIETNAM AND THE 
4I00LE EAST, SUPPORTING HOOERATE SOLUTIONS TO CONFLICTS 
IN AFRICA AND ELSEMHERE, AND MORKING TO RESOLVE SOME OF 
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US LONG-ST ANOING disputes WITH neibhbors, 

AS A CONSEQUENCE OF OUR OTHER INTERESTS IN IRAN, WE HAVE 

an interest also in Iran's internal development and 
STABILITY, BUT IN ANY EFFORT TO PURSUE THIS INTEREST, 

WE HUST IN THE FUTURE, AS WE HAVE IN THE PAST, RESPECT 
THE RIGHTS OF IRANIANS TO DECIDE HOW THEY SHALL ORDER 
THEIR OWN FUTURE, 

HOW THE PRESENT SITUATION CAHE ASOUTI 

IF WE ARE TO UNOERSTANO FULLY THE NATURE OF THE PRESENT 
SITUATION, WE NEED TO EXAMINE HON IT CAHE ABOUT, 

MOUERNIZATION, IRAN HAS EXPERIENCED SINCE WORLD NAR II 
HANY OF THE PRESSURES ANO INTERNAL STRAINS GENERATED BY 
MODERNIZATION THAT HAVE PROVED DESTABILIZING IN OTHER 
COUNTRIES, SOME OF THESE PROBLEMS ARE FAMILIAR ONES-. 
RAPIO POPULATION GMOWTH, A MASSIVE SHIFT OF POPULATION 
FROM RURAL TO URBAN AREAS, LARGE NUMBERS OF UNEMPLOYED 
ANO UNDEREMPLOYED URBAN WORKERS AND STUDENTS, AND A HOST 
OF OTHER PROBLEMS THAT ARISE WHEN A NATION AS DIVERSE 
AS IRAN PUSHES FUR DEVELOPHENT ON A NUMBER OF FRONTS 
SIMULTANEOUSLY, OF PARTICULAR SIGNIFICANCE IN IRAN HAS 
BEEN THE INCREASING ALIENATION BETWEEN THOSE LEADING AND 

SENEFITTING FROM THE MODERNIZATION AND OTHERS WHOSE 
POSITION IN SOCIETY AND DEEPLY HELD RELIGIOUS CONVICTIONS 
ARE THREATENED BY IT, 

THt "WHITE REVOLUTION"! 1962-63, 6Y THE IB6S'S, 

IRANIAN LEADERS HAD BECOME KEENLY AWARE OF GROWING DISCON. 
TENT, A SENSE OF DRIFT IN IRAN, AND DEMANDS FOR FAR- 
REACHING REFORMS WITHIN A MORE BROADLY-BASED, RESPONSIVE, 
NON-AUTHORITARIAN POLITICAL SYSTEM, IN ORDER TO 
CHANNEL THESE PRESSURES INTO CONSTRUCTIVE HATHER THAN 
REVOLUTIONARY CHANGE, THE GOVERNMENT LAUNCHED A PROGRAM 
OF EVOLUTIONARY NEFORH ANO DEVELOPHENT PRESSED PROH THE 
TOP AT A FORCED-OHAFT PACE. THIS "NHITE REVOLUTION" 

8T 
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aihel at social and economic modernization with the shah 

HIMSELF AS THE MAJOR AGENT IN THE REFORM PROCESS. 

THE REFORM PROGRAM, FUELEO BY RUING REVENUES IN THE 
IGSS'S, QUICKLY RESULTED IN FAR-REACHING CHANGES, SUB* 
STANTIALLT IMPROVING THE LIVES OF MANY CITIZENS BUT 
DAMAGING THE POSITION OF OTHERS, LAND REDISTRIBUTION, 

FDR EXAMPLE, WEAKENED THE POWER OF THE BIG LANDLORDS ANO 
ALSO WEAKENED THE CLENGT, REMOVING THEIR INDEPENDENT 
SOURCE OF INCOME ANO MAKING THEM DEPENOENT ON PRIVATE 
DONATIONS. THE AMBITIOUS SCALE OF DEVELOPMENT PRODUCED 
A NEW ELITE OF THOSE CMARSEO WITH PLANNING AND CARRYING 
OUT THE NEW PROGRAMS, BUT PLANS WERE HADE AND IMPLEMENTED 
WITH LITTLE PUBLIC CONSULTATION, EXPANSION IN THE 
PRIVATE SECTOR GAVE RISE TO A NEW CLASS OF ENTREPRENEURS, 
WHILE THE INTEREST OF BAZAAR MERCHANTS ANO OTHER TRADI- 
TIONAL ELEMENTS OF SOCIETY MERE NEGLECTED, THERE WERE 
INCREASED OPPORTUNITIES FOR EDUCATION, BUT RESTRICTIONS 
STILL LIMITED THE PARTICIPATION OP THE NENLV EOUCATEO 
IN THE POLITICAL PROCESS, ANO MORE WERE TRAINED THAN 
COULD BE EMPLOYED IN POSITIONS THEY FOUND REWARDING, 

CONFIDENCE ANO GROWTHI 1863-76, THE ECONOMIC SUCCESSES 
OF THE WHITE REVOLUTION HEAVILY 0VEP6HA00WE0 THE ABSENCE OF 
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A PARALLEL AOVANCE IN THE POLITICAL (TETEH. BY IG76, IT 
APPCAREO TO NOST OBSERVER! OP THE IRANIAN SCENE THAT 
IRAN'S APPROACH TO NOOERNIIATION HAD PRODUCED SUBSTANTIAL 
PROGRESS* AS A RESULT OP THC REFORM PROCRAM, IRAN MAS 
SEINE TRANSFORMED INTO A MODERN ECONOMIC PONER, THE 
FUTURE LOOKED BRIGHT. PROSPERITY SEEMED ASSUREO THROUGH 
MAPIOLY INCREASING OIL REVENUES, ST 1BPS THERE NAS 
SOLID ACHIEVEMENT, ALTHOUGH ECONOMIC AND POLITCAL 
DEVELOPMENT CONTINUED TO HOVE ON SEPARATE TRACKS AT VERY 
OIFFERENT SPEEDS. 

PROBLEMS AND PRESSURESI 187S-7B. THE NEN PROSPERITY 
010 NOT ENTIRELY MASK THC PROBLEMS PROOUCEO BY THE CONCCN. 

TRATION OF POLITICAL PONER AT THE APEX OF GOVERNMENT AND 
THC ABSENCE OF POLITICAL INSTITUTIONS THAT COULD DIAL 
NITH THE TRAUMA OF NOOERNIIATION. MOST PROMINENT AMONG 
THE CAUSES OF DISSATISFACTION MERE POPULAR RESENTMENT 
OF NHAT NAS SEEN AS NIOCSPRIAO CORRUPTION, HARSH REPRES* 

SION, SOME INEPTITUDE IN HIGH PLACES, DISREGARD FOR THE 
OEEP RELIGIOUS FEELINGS OF THE POPULATION, IMBALANCE 
SCTNEEN REVENUES AND EXPENSES, SHORTCOMINGS IN PLANNING 
ANO CARRYING OUT AMBITIOUS PROJECTS, RISING UNEMPLOYMENT 
IN THC CITIES AS THE CONSTRUCTION BOOM BEGAN TO SUBSIDE, 
INSUFFICIENT JOB OPPORTUNITIES FOR EVER larger NUMBERS 
OF GRADUATING STUDENTS, INEQUITABLE DISTRIBUTION OF THE 
BENEFITS OF DEVELOPMENT, SACRIFICE OF CIVILIAN PROGRAMS 
FOR MILITARY PRODUCRMENT, AND A HIGH RATE OF INFLATION 
THAT OUTSTRIPPED RACE INCREASES AND FRUSTRATED EXPECTA> 

TI0N8 FOR A STEADILY RISING STANDARD OF LIVING, THESE 
GRIEVANCES AND THE ABSENCE OF POLITICAL OUTLETS FOR 
AFFECTING GOVERNMENT POLICY LED MODERATE SECULAR 
OPPOSITION LEADERS TO MAKE COMMON CAUSE NlTH SIGNIFICANT 

elements of the muslin clergy. 

ON RESPONSE TO INCREASING POLITICAL FERMENT ANO 
CRITICISM IN I GTS AND IG7T , THE GOVERNMENT SPONSORED 

campaigns against corruption in the public and private 
SECTORS, REORGANIZED ITSELF TO CURB HASTE AND PROMOTE 
EFFICIENCY, AND GAVE AN OFFICIAL POLITICAL PARTY A 
ST 
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SREATER role without INFRINGING ON ROYAL AUTHORITY, 

MOVES TO IHPROVE THE HUMAN RIGHTS SITUATION WIRE DIRECTEO 
AT ELIMINATING TORTURE ANO EXTREME PUNISHMENTS IN THE 
PRISONS ANO AMNESTYING POLITICAL PRISONERS RATHER THAN 
AT ESTABLISHING NEW POLITICAL INSTITUTIONS, THE 
GOVERNMENT'S MEASURES EVENTUALLY INCLUDED ENCOURAGEMENT 
OF "CONSTRUCTIVE CRITICISM" TO PROMOTE CITIIEN 
PARTICIPATION IN GOVERNMENT! AS WELL AS EFFORTS TO SLOW 
DOWN THE RAPID RATE OF ECONOMIC GROWTH THAT HAD CAUSES 
SEVERE DISLOCATIONS IN THE SOCIETY, THESE CHANGES, 

HOWEVER, OIO NOT SATISFY THE OEMANDS OF LARGE NUMBERS OF 
IRANIANS FOR A MORE OPEN POLITICAL SYSTEM, 

BY THE END OF 1977, IRANIAN AND FOREIGN OBSERVERS SAW 
THESE MOVES A3 THE FIRST RESULTS OF THE OFFICIAL POLICY 
OF LIBERALIZING IRANIAN POLITICAL LIFE THAT HAD STARTED IN 
1976, THOSE STEPS, HOWEVER, DIO NOT YET INCLUDE MOVEMENT 
TOWARD BASIC POLITICAL CHANGE, 

BY EARLY 197S, WIDESPREAD DISRUPTIONS HAD BEGUN ANU 

SYMPATHY NAS SHOWN BY STUDENT DEMONSTRATIONS ABROAO, 

BY MID-YEAR IT WAS CLEAR THAT A NEW POLITICAL DYNAMIC 
WAS EMERGING. RELIGIOUS FIGURES TOOK THE LEAD 
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IN EXPRESSING GrfUSITION TO THE GOVERNMENT, THE SHAM 

publicly stated Mi* intention to pursue liberalization, 

LOOKING TOWARD FREE ELECTIONS, HV LATE AUGUST, HOWEVER, 
IT WAS APPARENT THAT THE GOVERNMENT HAD UNDERESTIMATED 
THE DEPTH OP DISSATISFACTION. A NEW GOVERNMENT NAS 
INSTALLED AT THAT TIME WHICH PNOHISEO FREEDOM OF 
ACTIVITY FOR LEGITIMATE POLITICAL PARTIES, A FEN 
DATS LATER IT MAS FORCED TO DECLARE MARTIAL LAW IN 
TEHRAN AND ELEVEN OTHER CITIES IN RESPONSE TO MASSIVE 
DEMONSTRATIONS, BY THE END OF OCTOBER, 3THIKE3 ANO 
OISONOERS HAD BELOHE WIDESPREAD, OIL PRODUCTION HAD 
DROPPED DRAMATICALLY, ANO THE GOVERNMENT APPARATUS NAS 
CEASING TO FUNCTION, WITH MASSIVE RIOTING IN EARLY 
NOVEMBER, THE CHISIS HAD BECOME FULLBLOWN ANO A 
MILITARY GOVERNMENT WAS INSTALLED. 

TODAY, TME SITUATION IN IRAN AS WE SEE IT AT THIS 
ROMENT CONSISTS OF THE FOLLUwiNG ELEMENTS! WIDESPREAD 
STRIKES AND DEMONSTRATIONS HAVE BROUGHT THE IRANIAN 
ECONOMY TO A NEAR HALT, MANY PEOPLE, AT LEAST IN THE 
MAIN CITIES, are not WORKING ANO ARE SUFFERING SHORTAGES 
OF KEY COMMODITIES. THE BANKING SYSTEM HAS NOT BEEN 
FUNCTIONING And PETROLEUM PRODUCTION DOES NOT MEET 
DOMESTIC NEEDS. ACTIVIST RELIGIOUS LEADERS AND MANY 
MEMBERS OF THE POLITICAL OPPOSITION HAVE BEEN PRESSING 
PON THE SHAH’S InMEDXATt DEPARTURE FROM IRAN OR FOR HIS 
ABDICATION, TllE SHAH HAS LEFT IRAN ON VACATION, A 
REPRESENTATIVE REGENCY COUNCIL HAS BEEN NAHEO TO PERFORM 
ITS CONSTITUTIONAL FUNCTIONS In THE ABSENCE OF THE SHAH, 
PRIME MINISTER BaKhTIAN'S new GOVERNMENT FACES THE TASKS 
OF RESTORING NORMAL LIFE In THE COUNTRY ANO RECONCILING 
POLITICAL Elements THAT HAVE opposed each other, 

IN SHORT, IRAN HAS BEEN THROUGH A OECAOE AnU A HALF OF 
RAPID GROWTH »Nf> SOCIAL CHANGE WHILE HER POLITICAL 
INSTITUTIONS Have no: EVOLVED C0MMEN8UHATELY, the people 
most AFFECTED HV CHANGE ARE NOW DEMANDING A 'GREATER 

WOLE IN DETERMINING IKAnis future but have not TET 

FOUND ORDERLY rats OF EXPRESSING THEIR VIEWS ON IRAN’S 
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FUTURE COURSE AND SHAPING THEIR OWN DESTINY, 

WHY AN EXFLOklON? WITH HINDSIGHT t THE STORY APPEARS 
DECEPTIVELY CLEAR AND 8 IHPLE 1 BUT IT IS NOT SO SIMPLE. 

SOME ANALYSTS BOTH IN ANO OUT OF GOVERNMENT HAVE POINTED 
OVEN THE YEARS TO VARIOUS POINTS OF WEAKNESS IN THE 
IRANIAN ECONOMIC, SOCIAL, AND POLITICAL SYSTEMS. BY 
H10-1976, JUST AS THE LEADERSHIP. IN IRAN BEGAN TO REACT 
TO GROWING DISCONTENT, ANALYSTS IN WASHINGTON WERE POINT* 
ING OUT THAT IRAN’S RAPID ECONOMIC GROWTH HAO NOT PRODUCED 
POLITICAL PARTICIPATION TO MATCH AND THAT THE GOVERNMENT 
MOULD FIND IT NECESSARY TO SHARE POLITICAL POWER MORE 
BROADLY. 

SINCE 1976 A NUMBER OF DEVELOPMENTS HAVE REINFORCED 
EACH OTHER TO DEEPEN EXISTING DISSATISFACTIONS ANO TO 
ACCELERATE THE CRISIS IN UNPREDICTABLE NAYS. SOME OF 
THOSE ISSUES WERE STIMULATED BY THE VERY SUCCESS OF THE 
ECONOMIC MODERNIZATION ITSELF. AN ECONOMIC OONNTURN WITH 
SHARPLY INCREASED UNEMPLOYMENT AND INFLATION ADDED TO 
DISCONTENT AS WELL AS TO A POOL UF UNEMPLOYED MHO NO 
LONGER HAD A STAKE IN EXISTING ECONOMIC ACTIVITY, WHILE 
THE IRANIAN GOVERNMENT WAS TAKING CERTAIN STEPS TO ALLOW 
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freer expression oc criticism and to improve its 

mEkPOrhAnCE IN ASSURING HUOXN RIGHTS, BASIC GRIEVANCES 
REMAINED, IN THIS CONTEXT, MASSIVE ANTI-GOVERNMENT 
DEMONSTRATIONS PROTESTING ASPECTS OF THE SHAM'S PROSHAM 
TOOK PLACE IN EA«LT 18P8, THE BEGINNING OP THE CYCLE OP 

action ano counteraction that has characterized the 

IRANIAN SCENE SINCE THEN, 


THE ISSUES AHEAD, THE MAIN ISSUE PON THE IRANIAN GOVERN- 
RENT IS TO END THE BLOODSHED AND RESTORE ORDER SO A 
NEx NATIONAL CONSENSUS CAN BE PONSED ON HON IRAN SHOULD 
BE SOVERNEO and -hat its PRIORITIES at HOME ANO ABROAD 
should BE, THE IMMEDIATE challense is por the recency 
COUNCIL ANO the nEm civilian GOVERNMENT TO bin ENOUGH 
POPULAR SUPPORT so THAT THt VIOLENCE CAN BE ENDED AND 
NORMAL ECONOMIC ACTIVITY CAN be RESTORED, IN AODITION 
TO ENDING THE SUFFERING HHitn PEOPLE HAVE EXPERIENCED 
IN RECENT MONTHS, IT IS ESSENTIAL TO CREATE AN 
ENVIRONMENT POR RATIONAL DELIBERATIONS ON A LONG-TERM 
POLITICAL SOLUTION POR IRAN'S PROBLEMS, 


In A COUNTRY AS COMPLEX AS IRAN QUICK SOLUTIONS ARE NOT 
TO BE EXPECTED. IN A COUNTRY «HICH MAS SUFFERED SU MUCH 

violence, there -ill be no painless ansrers, domestic 
peace ano probably considerable time rill be needeo por 
t me Iranian people to norm out * ner consensus on their 
political future, it is impurtant that this process be 

ORDERLY. rE OAHNOT PRtUICT rHAT DIRECTION IRAN RILL 
CHOOSE., BUT IRANIANS ALONE MUST MARE THE UEC15I0N, 

REGIONAL IMPLICATIONS! 


r hc uuestiun must erlouently posed about the implications 

OP THE CURRENT CRISIS IN IRAN ISI 00 RE SEE THE 
instability In IRAN ALUNG «ITm RECENT DEVELOPMENTS In 
AFGHANISTAN. NORTH ANO SOUTH YEMEN , THE MORN OF AFRICA 
AS PIECES IN a pattern OP INSTABILITY RHICH WILL CHANGE 
THE POLITICAL ORIENTATION up THE strategic MIDDLE EASTS 
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UNITED OFFICIAL USE SECTION 27 OF 22 STATE 218294/27 
CINCEUR FOR POLAO, TEL AVIV FOR PAO, DELIVER BY 9 A.M, 
FOUR POINTS NEED TO BE STATEOI 

FIRST, WE , OF COURSE, RECOGNIZE THAT FUNOAHENTAL CHANGES 
ARE TAKING PLACE ACROSS THIS AREA OF WESTERN ASIA AND 
NORTHEASTERN AFRICA-ECONOMIC MODERNIZATION, SOCIAL 
CHANGE, A REVIVAL OF RELIGION, RESURGENT NATI0NAL12H, 
DEMANDS FOR BROADER POPULAR PARTICIPATION IN THE 
POLITICAL PROCESS, THESE CHANGES ARE GENERATED BY FORCES 
WITHIN EACH COUNTRY, RE MUST DIFFERENTIATE BETWEEN THEN 
AND RESIST THE IMPULSE TO OVERSIMPLIFY. ECONOMIC, SOCIAL 
AND POLITICAL DEVELOPMENT ARE COMPLEX PROCESSES WHICH HE 
STILL DD NOT FULLY UNDERSTAND, OUR POLICY IN THE FUTURE 
AS IN THE PAST 32 YEANS WILL BE TO WORK AS WE CAN WITH 
THE COUNTRIES UNDERGOING THESE CHANGES TO HELP THEM FXNO 
CONSTRUCTIVE SOLUTIONS ANO TO EMERGE FROM PERIODS OF 
CHANGE WITH NEW STABILITY. AS LONG AS THEBE NATIONS 
ARE GENUINELY INDEPENDENT ANO FREE TU PURSUE THEIR OWN 
POLICIES WITHOUT INTIMIDATION, THIS WILL CONTRIBUTE TO 
THE KINO OF WORLD WHICH IS THE GOAL OF THE UNITED 
STATES. 

SECOND, INSTABILITY IN ANY COUNTRY IN A STRATEGIC AREA 
BECOMES A FACTOR IN GLOBAL POLITICS. WE ARC IN CLOSE 
TOUCH WITH OUR FRIENDS ANO ALLIES IN THE MIDDLE EAST 
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AN J tLSEwHERt AND SHAKE T HE I N CONCERN THAT THE SULUUON 
OF THE problems In Iran NOT INCREASE THE DANCER TO THEIR 
URN INDEPENDENCE. NE RILL CONTINUE TO WORK KITH ALL 
OF THEM TO MINIMIZE THAT OANGER, HE HILL CONTINUE TO 
HAKE CLEAN OUR VICK THAT HE SHARE HITH THEM THE OBJEC- 
TIVES OF ASSURING THE STABILITY* THE SECURITY, AND THE 
NATIONAL INDEPENDENCE OF EACH NATION IN THE AREA, HE 
BELIEVE DUR COHHDN PURPOSE RILL PROVIDE THE BASIS FOR 
FURTHER CLOSE COOPERATION, 

THIRD, OUR PUSITIOn IN THIS STRATEGICALLY IHPORTANT AREA 
HILL Remain STRONG oven THE LONS run as long as host of 
THE COUNTRIES THERE ARE ALLOHED TO PURSUE THEIR OHN 
PATHS TO DEVELOPMENT ANU PROGRESS FREE FROM OUTSIDE 
INTERFERENCE. UUR RESPECT FOR DIVERSITY AND PLURALISM, 

OUR ENCOURAGEMENT OF HUMAN FREEDOMS AND LIBERTIES, THE 
APPEAL OF HESTER* ECONOMIC AND TECHNOLOGICAL STRENGTH, 

ANU OUR UEUICATIUN TO DEMOCRATIC PRINCIPLES ALL EVOKE 
A STRONG RESONANCE AMONG THE PEOPLES AND NATIONS THROUGH- 
OUT THE AREA, THEY ALSO KNOH THAT HE ARE PREPARED TO 
SUPPORT THEIR OHN EFFORTS TO STRENGTHEN THEIR DEFENSIVE 
CAPABILITIES WITHOUT SEEKING A SPECIAL POSITION FOR 
OURSELVES THAT THEY UO NUT RANT. 

FOURTH, THE CHANGES RE ARE hITNESSING ACROSS THIS AREA 
OF WESTERN ASIA AND NORTHEASTERN AFRICA CONTAIN THE SEEKS 

of progress as hell as the causes uf crisis, some parts 
OF This area are among the fastest GROHING AND RESOURCE- 
RICH NATIUNS OF the HOHLO, SOME ARE AMONG THE MOST 
TRAOITIUNAL and the pourest, the challenge HE AND OUR 
Friends face IS hOh to seize the opportunity to channel 

change TOWARD CONSTRUCTIVE RESULTS -- NOT SIMPLY TO 
REACT TU IT AS AN UNWELCOME SOURCE OP INSTABILITY ANO 

conflict, :n saying this, he uo not minimize the dangers 

FOR AMERICAN INTERESTS, BUT WE WANT ALSO TO KEEP OUR 
SIGHTS On WHAT will BE THE INTERESTS OF THE PEOPLE IN 
THIS AREA, 
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0. 8, POLICY I 

U.S. PULICY TOnAHD IRAN HAS BEEN BASED ON THREE CONSIS* 

TENT PRINCIPLES AS EVENTS THERE HAVE EVOLVED OVER THE 
PAST SEVERAL HQNTHSt 

1, wE HAVE REPEATEDLY HADE IT CLEAR THAT DECISIONS 
AFFECTING THE FUTURE OF IRAN AND THE RELATIONSHIP BETWEEN 
THE IRANIAN PEOPLE AND THEIR GOVERNMENT ARE DECISIONS 
WHICH MUST BE HADE IN IRAN BY IRANIANS, WE SEEK NO ROLE 
IN DECIDING THOSE QUESTIONS) AND WE CONSIDER ANY 
EXTERNAL INFLUENCE improper. 

2, THE U.S, GOVERNMENT HAS WORKED WITHIN THE INSTITU- 
TIONAL framework OF IRAN UNDER IT S CONSTITUTION WITH 

the duly established authorities of Iran as specified 

IN THE IRANIAN CONSTITUTION, THERE ARE CONSTITUTIONAL 
PROVISIONS FUR CHANGE, AND WE SUPPORT THE DECISIONS OF 
THE IRANIAN GOVERNMENT WHEREVER AND HOWEVER WE CAN 
APPROPRIATELY BE HELPFUL, 

3, WE HAVE SUPPORTED IRAN’S INDEPENDENCE, WE HAVE 
TAKEN THE POSITION THAT NO OUTSIDE POWER SHOULD EXPLOIT 
INSTABILITY IN IRAN— OR ANY OTHER COUNTRY— FOR ITS OWN 
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Aov*NTm, the overriding American objective for iran is 

SIMPLY THAT IT SHOULD HAVE THE FREEDOM TO WORK OUT ITS 
QNN FUTURE FREE FROM SUCH INTERFERENCE, 

THESE PRINCIPLES HAVE BEEN APPLIED CONSISTENTLY THROUGHOUT 
THE LAST YEAR OF TURMOIL IN IRAN, AND THEY HIM. CONTINUE 
TO BE OUR GUIDELINES IN THE FUTURE. 

AITHIN THE GENERAL CONTEXT OF THOSE PRINCIPLES NE HAVE 
PURSUED THESE KEY OBJECTIVES! 

FIRST, ME HOPE TO SEE THE ENO OF BLOODSHED, SO THE PEOPLE 
OF IRAN CAN RETURN TO NORHAL LIFE. ONLY IN SUCH CIRCUH- 
9TANCES CAN THERE BE RATIONAL DISCUSSION OF A POLITICAL 
SOLUTION TO IRAN'S CURRENT PROBLEMS WHICH NILE RESTORE 
STABILITY THERE, NE MILL ENCOURAGE ALL PARTIES TO SEEK 
POLITICAL ENDS BY PEACEFUL KEANS, 

•ECONO, ME WANT TO MAINTAIN A CLOSE AND FRIENDLY RELATION- 
SHIP MITH AN INDEPENDENT, STABLE, AND SECDRE IRAN, WE 
BELIEVE THE INTERESTS OP IRAN ANO OF THE UNITED STATES 
ARE CLOSELY INTERTNINEO, ANO ME SEEK AN ENVIRONMENT OF 
MUTUAL RESPECT ANO POSITIVE COOPERATION, ME BELIEVE 
THIS RILL SERVE The INTERESTS OF IRAN, OF THE UNITED 
STATES ANO OF THE FREE WORLD, 

THIRD, HE SEEK A STABLE ANO PROSPEROUS IRAN WHICH CAN 
PLAV ITS RIGHTFUL ROLE IN THE REGION AND THE INTERNATIONAL 
COMMUNITY. mE ARE PREPARED TO HELP IRAN— ON THE TECHNICAL 
LEVEL, ON THE GOVERNMENTAL LEVEL AND ON THE 
DIPLOMATIC LEVEL — TO RESTORE ITS PRODUCTIVITY AND TO 
REGAIN TME INTERNATIONAL CONFIDENCE IT HAS EARNED OVER 
THE PAST OECAOE. THE RESUMPTION OF MAJOR OIL EXPORTS 
WILL BE IMPORTANT BOTH TO THE ECONOMY OF IRAN AND TO THE 
ECONOMY OF TME mORLO, 

wE BELIEVE Thai these objectives serve not only the 
interests uf our own country but also the interests of 
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THE IRANIAN PEOPLE, HE BELIEVE THEY OFFER A PRACTICAL 
BASIS FOR COOPERATION, 

WHAT LIES AHEAD? 

IRAN IS IN THE MIDST OF A MAJOR SOCIAL CRISIS, RE HAVE 
NO ILLUSIONS THAT THIS PROCESS WILL BE RESOLVEO EASILY* 
ANO IT WOULD SERVE NO PURPOSE FOR US TO SPECULATE ON 
FUTURE TWISTS AND TURNS OF EVENTS. 

THt AMERICAN PEOPLE ANO THE PEOPLE OF IRAN SHARE BASIC 

AGREEMENT ON FOUR FUNDAMENTAL VALUESI 

—FIRST* WE BOTH HAVE STRONG RELIGIOUS HERITAGES. THE 
PEOPLE OF BOTH CUUNTRIES BELIEVE IN THE IMPORTANCE OF 
A LIFE THAT IS GUIOEO BY MORAL PRINCIPLES. ME BELIEVE 
THOSE PRINCIPLES MUST GUIDE A GOVERNMENT THAT IS TRULY 
JUST. 

— SECOND, ME SHANE A BELIEF IN THE RIGHT OF THE PEOPLE 
TO EXPRESS THEMSELVES POLITICALLY THROUGH INSTITUTIONS 
CONSTITUTED BY THEM, WE BOTH BELIEVE THAT IT IS FOR 
THE IRANIAN PEOPLE TO DECIDE HOW THEY WILL GOVERN 
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THEMSELVES. JUST AS IT IS FOR THE AMERICAN PEOPLE TO 
CHOOSE TMEIR QrN GOVERNMENT, 

— THIRD, BOTH OP US BELIEVE IN THE USE OP OUR NATIONAL 
HEALTH FOR THE BETTERMENT OF OUR PEOPLE, THE UNITED 
STATES REMAINS WILLING TO HELP IRAN DEVELOP THE POTENTIAL 
OF ThE COUNTRY, 

—FINALLY, BOTH AMERICANS ANO IRANIANS RANT TO SEE AN 
IRAN THAT IS TRULY INDEPENDENT, ME HAVE NO ASPIRATION 
TO DICTATE THE POLICIES OF THE IRANIAN GOVERNMENT. 

ON THE BASIS OF THESE SHARED VIEWS AND OUR COMMON 
INTERESTS, mE WILL MAKE EVERY EFFORT TO ASSURE A CONTINUED 
CLOSE RELATIONSHIP BETWEEN THE UNITED STATES ANO IRAN. 

IN LOOKING TO THE FUTURE, THE UNITED STATES RILL CONTINUE 
TO WORK WITH THE LEAOERS OF IRAN IN THEIR EFFORT TO 
CONSOLIDATE THE CIVILIAN GOVERNMENT WITH POPULAR SUPPORT 
POR RESTORING ORDER AND NORMAL LIFE AND BUILDING A SOUND 
POLITICAL FOUNDATION FOR IRAN<S CONTINUED PROGRESS AND 
INDEPENDENCE. VANCE 
BT 
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r 0 12W65: G3S 1/2P/B5 (CRIBBLE, MARION T. . ) OH-P CHKOA 

TAGS: EEC, FARM, PEFK, DA, PS, IS, XF 

SfPJACtj FRENCH FOREIGN MINISTER FNANCOIS-BOKCAT'S VISIT TO 

Copenhagen 

1. (C) ENTIRE TEXT. 

2. f IIKMAHT » MPa OFflCK OK JfTJAHY 26 PKO VIDEO US WITH 
A REVIEW OF FRENCH FOREION MINISTER FRANCOIS-FONCNT 'S 
BRIEF JANUARY 33 VISIT TO C OF r.N HAGEN . TOPICS DISCUSSES 
INCU'DED TEE EUROPEAN MONETARY SYSTEM (IMS) AND 
FMS/VONETAfiT COMPENSATION AMOUNTS (MCa) LIMP AGE, THE 
EC COUNCIL/PARLIAMENT BUDGET DISPUTE, DISARMA- 
MENT, IRAN AND ITS IMPLICATIONS FOR A MIDDLE EAST SETTLE- 
MENT, AND INDO-CHINA. END SUMMARY. 

FRENCH FOREIGN MINISTER PRANCOIS-PONCET ARRIVED 
" A . T Y EVENING JANUARY 2,3 AND LEFT AT X/t6J> PM M2 SAMP 
NICH". VISIT WAS ONE OP A SPB1FS .IE IS UNDlRTA;. INC 
POUCHING HIS APPOINTMENT, Writ,* IN COPINiiAGsN, tKJ 
VAC A HALF -'CUR MEFTIMG WITH DANISM FOREIGN MINISTER HENNING 
C- »IST..)PFr»StK AM. A VERY FEW OTi -,K OFFICIALS, 

FCiLLCiTD BY A KOBE IKS DINNER HOSl tD BY (VRISTOPHERSSN . 

4. JK:.JKG Til* PRF— DINNER MEETING THREE TOPICS s *-»E 
LT.',C"FSED: THE IMS, LIN-. AGE OF MONETAFY COMF*»SATION 
AMOUNTS TO I NAUCUHAT ION Oi -'i EM* , AND Till DISPUTE 
m'EEN THE PC COUNCIL AND THF iIHOPFAN PAHLIAMENl 
OVFB TtE FC BUDGET. MFA OFFICER SAID TP AT JR*. DAN *3 
SAW ' FY L-TO-EYE* WITH THEIR VISITOR Of, THESE ISSUES, 

5. m WORDING DINNER WAS "MORE DINNER THAN WORKING." 

TP r NEW •’BENCH FOREIGN MINISTER SPOKF. OF "IS GOVEHN- 
M NT'S PROPOSED CONFER SNCF ON DISARMAMENT IN Rl' OP-; 

(CTi)i THF DTSUATION IN IRAN: T.-:E LATTER'S IMPLICATIONS 
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909 Min 2 AS I SETTLEMENT: AND THE SITUATION IN 

SOUTHEAST ASIA. i 

A. ON TPS CDS, FRANCOIS-PONCET PUT PRIMARY EMPHASIS ! 

ON PPTNCIPLFS UNDERLYING THE PROPOSAL — E.G., THE RIGHT 

OF EVERY COUNTRY TO ASSURE ITS OWN SECURITY. HE CON- 
FISHED THAT CONVENTIONAL FO&CFS WERE TO HE ADDRESSED 
FIRST AND EMPHASIZED THE IMPORTANCE OF SATISFACTORY 
PROVISION FOR VERIFICATION. Hi INDICATED THAT THE 
FRENCH WIRE PREPARED TO BE PATIENT ABOUT PROGRESS TOWARD 
CONVENING SUCH A CONFERENCE (HE DREW A PARALLEL 
TO TEE 10-IP YEARS THAT THE USSR DEVOTED TO 
PURSUING TJEII) PROPOSAL FOR A CFCF). 

B. FRANCOIS-PONCET WAS PESSIMISTIC CONCERNING 

IRAN'S FUTURE AND SPOKE OF LIE ELI "INSTABILITY AND 1 

ANARCHY". HE WAS CONCERNED TO AT . AS A RESULT, EUROPE 

WOULD LATTER IN THE TEAR EXPERIENCE DIFFICULTIES IN 

OIL SUPPLY. j 

C. TEE FRENCH FOREIGN MINISTER BELIEVED TFAT EVENTS ' 

IN IRAN SERVED TO INCREASE THE FEELINGS OF INSECURITY i 

IN ISRAEL AND EGYPT. ISRAEL, CONCERNED INTER ALIA 

WITH FUTURE OIL SUPPLIES, WOULD BE LESS FLEXIBLE IN j 

CONCLUDING THE BILATERAL AGREEMENT WITH EGYPT AND LESS fl 

WILLING TO YIELD TERRITORY IT PRESENTLY OCCUPIES. ! 

HEIGHTENED INSECURITY WOULD ALSO RENDER MORE DIFFICULT 
CONCLSUION OF THE BROADER MID I AST SETTLEMENT I 

ENVISAGED AT CAMP DAVID. FRANCOIS-PONCET SAID TflAT 
TW.tfiS CIRCUMSTANCES COMPLICATE DEFINITION OF AN EC 
POSTURE IF THE ISRAEL I -EGYPTIAN AGREEMENT IS CONCLUDED. < 

HE ADDED THAT FOUR MONTHS AGO THE EC COULD SIMPLT HAVE , 

APPLAUDED CONCLUSION OF THEAT AGREEMENT BUT NOW THE j 

APPROPRIATE EC RESPONSE WAS UNCLEAR . (iMBASST OFFICER a 

PM SPED FOR ELABORATION OF THIS REMARE , BUT MFA OFFICER j 

EXPLAINED- TSAI NONE WAS GIVEN AT THE DINNER.) i 

D. ON INDO-CEINA, THE FRENCH FOREIGN MINISTER TOOK A ('( 

POSITION WHICH MFA OFFICER CHARACTERIZED AS THE SAME 

LINE AS THE U.S. AND DANES ARE TAKINC: I.E., THE 
VIETNAMESE PRESENCE IN KAMPUCHEA WAS UNACCEPTABLE! 

SOME AID SANCTIONS ARE INDICATED, BUT TEE DOOR SHOULD 
BF LEFT OPEN FOR THE VIETNAMESE IF THEY REPENT— THE 
VIETNAMESE SHOULD UNDERSTAND THAT THE WEST REMAINED 
A "POTENTIAL PARTNER". 
manshel 
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>' CLASS SECRET WNINTH. 
iran 


ucsciri - FOCOMT. /-.Of - ( . : I'll," 


WUJKCi'* ECONOMIC DISCUSSIONS OR THE SUPPORTERS uE aYaIOII I 
, KHOMEINI fOOIi EARL Ff.B FSBIDTS) 

IRANIAN L'MCKRSITY PRUFESSOU 

I'l- .CE t AN L£T J .-NO BUSINESS WRITER ' :io HAS ACC; HR m i ;s " 

RELIGIOUS OPPOSITION III TEHRAN. HE HAS HEPOiUFD PHEW io ( m V 
0“ ECONOMIC affairs but HIS ACCESS TO THE i E UGIOII'I 
COMMUNITY IS UNKNOWN. 

„ TRE ADVISORS AROUND AYATOLLAH RUHOLLAH KHOMEINI, 
themselves TO THE QUESTION OF HOW THEY WILL 
,Vrt> T, ^un A f« I »L E S 0 ^‘ IC probl EMS FACING IRAN WHEN THEY ASSUME 
Frr^iri'Es&L 1 ^ FORMULATION OF CENTRAL PRINCIPLES TO GUIDE THEi 
FCOWOMIC PROGRAMS. Oil THE WHOLE, THEY HAVE NOT GONE FAR BEYOND 
<£' ccl| CERiMIfl THE NATIONALIZATION OF fRINCIPAl [ill 
ES‘-ENT?S| C ?y°?hfS An?i>S»f D EI<PHAS,S ON AGRICULTURAL PRODUCTION, 

Epf 1 N ,!{5b L ?J H SrcJ?^. I , S S5 S j: AND KHOtt EINI HIMSELF, ARE ATTEMPTING 
Thly 0F THE VERY MATURE -OF THE IRANIAN ECONOMY. 

' ErOHQMY^F^v 1 ^? J' VETiH* T ° ACCEPT A MUCH LESS “SOPHISTICATED 
ECLLUMY IF BY DOING SO THEY AmE ABLE TO SUBSTANTIALLY RHHiOF THE 

■ECCIKW /Si" AH0 THE FFNCEIVED FOREIGN D.,II«AfioiI OF 

on AT T'W S^ A ff.,«e 0 TS^ STIONI " 6 THE UEi:D T0 i’RODUCE Tile. EXPOft 
OIL Af THE SAME LEVtLS THAI EXISTED PRIOR TO THE OIL STRThK^ 

.CONCERNED WITH 'THE AOflORPT'l VE CAPACITY OF T HE I R /* H I A ’ : E CO !» n £.*/ v 
R^l!*V£ THAT LOWER PRODUCTION RATES WILL ALLOW THEM 0 H VE */'m\ 
ZCONOIW ITSELF AND TO BETTER CONTROL THE ;ui. Ci l >' J* i f 

l . I HQ • r 
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DEALING WITH SPECIFIC AREAS, KHOMEIIII AND HI 
PL. TING THE FOLLOW! PS ACTIONS* I 


AOVIS'QRS 


OF I -lit mac i lJ e E .* K>IOMtIHI RELIEVES THAT THE KaH ■ S PROGRAM 

•u- ‘'™» 2 w 2*2 * AS A fRAUD AND THAT IT DESTROYED THE .rOOlicl I WITY OF 
S A r- <- I M^f.i N -/ ARMLA(iDS BY BREAKING THEM UP INTO SMAlI R. U >,O-J0 mIC 
^JS^SSLiSP^ ANY ° K IHE FARMERS REAL FREEDOM. Tl; - CUE ; I • 
IrR r ufif T.ip ai^ E cc-MTrto WILL GIVE gr BATLY INCREASED EHPH, is TO THE 
KmaIHo bTJSUhT «»««« PREdSE PLANS FOR WHAT T ,Y INTEND TO 


67 


b. labor - no definite plans have been forwilateo to dfal 
V' ilH f HE question of how to handle the labor question beyond 

r •.ATTITUDES CONCERNING INCREASED BENEFITS AND SOCIAL SERVICES utR Ti!E 
U OR XI NS FORCE. 

c; INDUSTRY - KHOMEINI AND HIS ADVISORS AHF. SF.MOUf' Y 
COOT EMPL AT I NO (THE NATIONALIZATION OF ALL MAJOR PRODUCTIVE U. TS IN 
THE IRANIAN ECONOMY. BUSINESSES BELONGING TO BAHAI’S PART Ii.iiLAfiLY 
THE MAJOR- APPLIANCE MANUFACTURER "ARJ " , IS PROMINENTLY CITED IN THIS 
pSSPECT, WILL BE THE SUBJECT OF SPECIAL ATTENTION. NO REAL PLANS FOR 

iiv the Nationalization will be carried our or how plabniho a;o 

(OIJTROLS-OF THE PRODUCTION SECTOR OF THE ECONOMY WILL BE UVLeUE NY ,.D 
ARE YET available. 

D. BANKING - IN ACCORDANCE WITH ISLAMIC PRINCIPLES, BANKS l ILL 
NO LONGER OPERATE IN ACCORDANCE WITH ACCEPTED WESTERN PRACTICES ADD 
THEY TOO WILL BE NATIONALIZED. BANKS WILL STILL LOAN MONEY , BUT WILL 
. Of CHARGE INTEREST, SHARING INSTEAD IN THE PROFITS OF THE ENTER - 
I RISE THAT' THE LOAN FINANCES' AND ABSORBING ANY LOSSES. POLICIES 
TCVARD SAVINGS AND OTHER BANK TRANSACTIONS REMAIN TO BE FOHwm.iYTEU. 

3. (SOURCE COMMENT: THE ECONOMIC THINKING OF KHOMEINI AND HIS 
MVISGRS REMAINS VERY IMPRECISE AND WHEN PRESSED FC.( DETAILS, SUCH 
,•: 0)1 THE ISSUE OF HOW A NATIONALIZATION PROGRAM VOID 3E CARRIED 
• :••, THE ADVISORS RESPOND THAT THE DETAILS WILL CE 'OR TED OUT * MJUOM 
1/ THE THINKING APPEARS TO BE NAIVE AND HAY VEIL Cl' HUE IF/V.-iE): 
i i i SE MEN HAVE 10 MAKE HARD DECISIONS TROUT THE E'CC Oi.Y AND ITS 
■ i.OUCTIVITY.) 

A. ACS.: IRAN, TEHRAN (4 FEBRUARY 1979). Fit ' D RtpCRT HO.: 
UIT-10,438. 

5. FIELD DISSEMt EMBASSY AND ECONOMIC COUHSELC. AT TEHRAN. 

LENT TO PARIS, KUWAIT, JIDDA, ABU DHABI, AMMAN, CAI 0, TEL AVIV, 
tANAMA, MUSCAT, NEW DELHI, KABUL, ISLAMABAD, KARACH : (PRINCIPAL 
OFFICERS ONLY).: 
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MCORI CLASS SECRET WARNING NOTICE - INTELLIGENCE SOURCES ttNO 
I* f HODS INVQLVFO - not REIEASABLE TO FOREIGN NATIONALS - NOT 
RFLEA$A3L§ TO CONTRACTORS OR CONTRACTOR /CONSULT ANTS - DISSEMINATION 
AND EXTRACTION OF INFORMATION CONTROLLED BY ORIGINATOR. 
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What Went Wrong in Iran? 


Stanley T. 


Throughout the post-war period 
and particularly since 1953, the 
United States maintained an extra- 
ordinarily intimate relationship 
with the Shah of Iran and his 
regime. We were instrumental in 
the overthrow of leftist/nation- 
alist Premier Mossadegh and 
the return of the Shah from his 
brief European exile. We spent 
several billion dollars in various 
bilateral aid projects, many of 
which were well conceived and much 
appreciated. Based on our similar 
regional security interests and 
Iran's capacity to buy, we helped 
Iran build itself into the predom- 
inant Persian Gulf power. We had 
thousands of military and civil- 
ian advisers and technicians 
in the country. We were backing 
a strong autocrat who was far- 
sighted enough to perceive the 
need for national development and, 
apparently, courageous enough to 
take the lead in the kinds, of 
national economic and social 
reforms which would lead Iran into 
the 20th Century. The list could 
go on but, in short, we had it 
made. 

Yet when I returned to Tehran 
in November 1978, after an absence 
of 3-1/2 years, the Shah was on his 
last leg. American officials were 
travelling in armored vehicles with 
armed guards to protect them, not 
against isolated groups of terror- 


Stan Escudero served two tours in 
Iran; the most recent a TOY assign- 
ment last November- January. He is 
currently in IO/UNP. 



ists, but against mobs of ordinary 
Iranians. The Embassy and other 
U.S. and GOI installations were 
protected against similar threats 
by truckloads of Iranian soldiers 
with automatic weapons. Even so 
both the Embassy and our Consul- 
ate in Tabriz were attacked and 
the grounds of the latter were 
overrun. Later the Embassy 
itself was briefly captured, 
virulent anti-American, feelings 
were sweeping virtually every 
segment of Iranian society, and 
many of the strengths on which we 
had based our policy had become 
liabilities. The situation grew 
far worse after the Shah's depart- 
ure in mid -January and the threat 
of renewed and heightened anarchy 
is very real . 

Clearly our Iranian policy, 
which had served us well for 
over 30 years, had become irrele- 
vant and in many ways harmful to 
our interests some time before 
the fall of the Shah. It is 
legitimate to ask what went wrong 
and why, with all our assets in 
Iran, we didn't see this coming. 
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A complete description of the 
•vents and forces which led 
to the collapse of the Shah's 
dictatorship will be the subject 
of scholarly debate for some time 
to come and, in any case, it is 
well beyond the scope of this 
paper. However, it clearly was 
the result of a genuine internal 
i evolution rather than externally 
orchestrated unrest. 

•'Rather simpl is t ical ly stated, 
the Shah's system of rule depended 
upon a firm hand at the top sup- 
ported by a ruthless security 
mechanism and the financial ca- 
pacity to reduce dissatisfaction 
through development programs, 
outright subsidy, and the co- 
optation of those who might other- 
wise have opposed the regime. 
Years of repression, corruption, 
mismanagement, sycophancy, hollow 
promises, and just general ineffi- 
ciency weakened both of these 
pillars of the regime and blinded 
many Iranians, who are cynical and 
distrustful of their government in 
any event, to the many significant 
and worthwhile accomplishments of 
Imperial rule. Rapid moderniza- 
tion and burgeoning educational 
opportunities also helped set the 
■tage for the Pahlavi collapse. 

Two developments, in my opinion, 
delivered the coup de grace. 
The first, and most important, 
was the 1974 decision taken 
by the Shah personally to use 
Iran's vastly expanded oil income 
to force national development, 
accepting the risk that production 
might not increase fast enough to 
meet increased demand and thereby 
offset inflation. When this 
decision was made Iran was already 
experiencing double-digit infla- 
tion, and the country lacked the 
physical infrastructure, the 
trained manpower, and the mana- 
gerial expertise to absorb anything 
half so ambitious. These defici- 
encies were magnified by the Shah's 
devotion to his outsized and 
unnecessary military buildup. 
Consequently, in almost every 
Instance the development programs 
failed but inflation succeeded. It 
is now running at something over 50 


percent. As economic conditions 
worsened the disparity in income' 
distribution became more obvious, 
the disaffection of the people 
grew, and the capacity of the 
regime to use its financial re- 
sources as a tool to maintain 
itself was diminished. 

The second development was the 
advent of the Carter administra- 
tion's human rights policy. Many 
Iranians hold obstinately to the 
belief that the policy of their 
country has, since the late 19th 
Century, been directed by a 
foreign hand, first Russian or 
British and, since 1953, Ameri- 
can. Some oppositionists inter- 
preted the human rights policy as 
a U.S. step away from the Shah 
and .a consequent weakening of the 
Throne. They were encouraged and 
became more active. At the same 
time the Shah, desiring a political 
.climate which would permit the 
smooth transfer of power to his 
son, and perhaps also as a reaction 
to human rights pressures, began 
taking steps to liberalize Iranian 
political life. 

Generally speaking, Iranians 
have a peculiar view of authority 
- they regard it as a barrier in 
the way of individual accomplish- 
ment, and they try to circumvent 
it wherever possible. Once 
circumvented, authority is contemp- 
tible; authority which cannot be 
circumvented is accorded grudging 
respect. 

The Shah's absolute rule had 
established clearly defined 
parameters of dissent. His 
liberalizing moves and the impact 
of. our human rights statements 
altered these parameters without 
establishing new ones. Unwilling 
to believe that the regime would 
lessen its controls except through 
weakness, the Iranian people began 
pushing in all direct^ns, attempt- 
ing to determine thq new limits of 
individual political behavior. Tb 
date they haven't found any as the 
Shah was unable or unwilling to 
take the harsh measures which might 
have re-established his position, 
and the new government has yet to 
develop the instruments of power. 
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the managerial expertise, and the 
national cohesion which it roust 
have if it is to succeed . 

At the appropriate moment the 
exiled Islamic leader. Ayatollah 
Ruhollah KHOMEINI, revitalized 
his opposition and became a 
symbol and a focus of the rage of 
the people. Just as it had in 
every successful national revolu- 
tionary movement in modern Iranian 
history, the Islamic establishment 
offered a respectable Iranian 
umbrella for the coalition of 
disparate opposition elements and 
lent to the movement its invaluable 
capacity to mobilize enormous 
numbers of people. 

This same revolutionary coali- 
tion has brought about, directly 
or indirectly, the death of one 
shah, the ouster of another, and 
the temporary exile of a third 
within the last 83 years* Now it 
has brought down what may have 
been the last shah. Of all the 
shahs who have ruled Iran since 
the establishment of the Qajar 
dynasty in 1796, only one has 
come to the throne through an 
untroubled transfer of power. 
Based on historical precedent 
'alone, the threat posed to Mohammad 
Reza Pahlavi by the Iranian revol- 
ution should have come as no 
surprise. But it did. 

Simply put, I think we were 
unprepared for the collapse 
of the Pahlavi Regime because we 
did not want to know the truth. 

It is an exaggeration, but not 
such a great one, to say that the 
Shah was a U.S. puppet in the 
years immediately following 
1953. But with the passage of 
years he began to become more 
sure of himself, more indepen- 
dent, and we began to deal with 
him on a more nearly equal basis. 
With the growth of this healthier 
relationship, however,- came the 
growth of a. fundamental error of 
U.S. policy - the misperception 
that- "U.S. interests in Iran were 
conterminous with those of the 
Pahlavi Regime. By sometime around 
1968, as nearly as I could deter- 
mine from old files, it had become 
the unspoken policy of the Depart- 


ment and the Embassy (and possibly 
also the Administration, although a 
junior officer would never be in a 
position to be certain of this) 
to curtail reporting critical of 
the Shah. During ray own 1971-75 
assignment to Tehran, the same 
restrictive policy prevailed. 
When I raised the question in 
general terms, I was informed 
that critical information could 
be leaked and misused by the 
Shah's enemies in Washington. On 
a specific matter, when I was 
instructed to report nothing 
concerning a temporary marriage 
which the Shah had contracted 
with a young Iranian woman, I was 
assured that the matter was covered 
fully in official-informal letters. 
Hardly an adequate means of 
informing the intelligence com<- 
munity of a potentially significant 
development. 

Through imposition of this 
essentially dishonest policy 
over the past decade, the Depart- 
ment denied itself information 
which might have enabled ths 
United States to be better prepared 
for recent Iranian developments. 

This error was compounded by 
the restriction of Embassy contacts 
to those whose intercourse with us 
would not displease the Shah. 
Contacts with old opposition 
leaders and with the Islamic 
establishment were forbidden. 
Instead the Embassy restricted 
itself primarily to the same circle 
of contacts which it had had for 2S 
years. By and large these people 
were supporters of the Shah. Their 
wealth, power, influence, and to 
some extent their physical well- 
being rested upon their retention 
of imperial favor. But in seeing 
Iran through the eyes of this 
limited group we were seeing it 
through an imperial prism. It is 
not surprising that the bulk Of the 
reporting which flowed from these 
sources was favorably inclined 
toward the Shah and his programs. 

Even had we been inclined to 
report the views of all elements 
of Iranian society, we would have 
been hindered by a lack of officers 
who are truly competent in Farsi. 
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Contacts with Islamic and bazaari 
leaders are virtually impossible 
without fluency in that language 
and the same is true for many 
university professors and students. 
A traveler in the provinces is 
cloaked in ignorance if he cannot 
speak the language of the people. 

The Soyiets give their special- 
ists five years of oriental 
studies before sending them to 
Iran, and when they arrive they can 
speak, read, and write Farsi very 
well indeed. It would not be 
practical to consider anything like 
the Soviet program, but our offi- 
cers are fortunate to get 10 months 
of Farsi training. Before they 
are thrown into the Tehran environ- 
ment, where English is widely 
spoken, they should solidify the 
basics which they learned in the 
United States through six months to 
one year of additional studies at 
an Iranian university outside the 
capital such as Ferdowsi University 
in Mashad, which has an excellent 
Farsi program. This longer 
commitment to more rigorous 
language training might not be 
possible for all language of- 
ficers but it should be demanded 
of political officers. 

In retrospect it is clear that 
we reinforqed our tendency to 
remain ignorant of many aspects of 
conditions in Iran through a 
natural inclination to take the 
easy way out. We had no choice 
but to deal with the absolute ruler 
of Iran who, in any case, was 
giving us whatever we wanted. So 
why look further? Anyway, in 
today’s world, any policy that 
works for 25 years is a good 
policy. 


The shame of it is, we need not 
have come down at the crunch with 
no alternative but that of backing 
a loser. We could have Inaintained 
wider contacts with minimum damage 
to our relations with the Shah. 
When we finally informed him of our, 
decisions to initiate contacts with 
the opposition, he merely grumbled 
suspiciously. 

A less hesitant reporting 
policy would not have enabled 
us to save the Shah. What happened 
to him would have happened sooner 
or later, if not to this Shah then 
to his son, and by the time we 
became aware that the revolution 
was coming, it would have been too 
late to stop it. But provided, our 
government were willing to act on 
the basis of information which 
contradicted established policy, 
wider contacts and accurate report- 
ing , even at some cost in the 
intimacy of the USG-GOI relation- 
ship, might have given us the 
capacity to anticipate much of what 
was coming and to minimize the 
damage to our position in Iran. 
Today, insofar as the present 
government and the Iranian people 
are concerned, that position is in 
shambles and will only be partially 
revived with great difficulty. 

We made similar mistakes in 
post-war China, in Vietnam and we 
will continue to do so whenever we 
confuse the interests of a client 
government with our own. Someday 
we simply must learn that the 
purpose of political reporting is 
to provide information and informed 
analysis to assist in the making of 
policy decisions, not to support 
existing policy. After all, the 
policy might be wrong. 


Classified by Galea Fox 
Subject to General Declassification Schedule 
of Executive Order 12065. Automatically 
declassified on June 1, 1985. 
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25 April 1979 


From: RADM F. C. COLLINS, Jr., USN, 430-32-0914/1110 
Chief Navy Section, ARMISH-MAAG, Iran 

To: Chief of Information, Navy Department, Washington, D.C. 20350 

§ubj: Speech Material Clearance; request for 

Enel: (1) Framework for speech on Revolution in Iran 

1. From May 1978 to February 1979 I served as Chief Advisor to the 
Commander-in-Chief, Imperial Iranian Navy while assigned as Chief of 
Navy Section, ARMISH-MAAG, Iran. Needless to say it was an exciting 
adventure, one which offered fantastic opportunities as Iran made its 
leap from a WWII Navy to the latter 20th Century technology of the 993 
KOROUSH Class Cruiser, and an unbelievable box seat to a violent revolu- 
tion where a 50-year dynasty of autocratic rule was crumbled. 

2. Anticipating that there will be those who are interested in hearing 
a first person account of the action, I have composed an outline of 
facts I have titled "Anatomy of Revolt" which I intend to be the basis 
for any remarks I make. The outline is factual and the only deviation 
from facts to opinion is found in the last two pages in which I show 
my opinion of why it happened. They will be clearly labeled as such. 

My supporting visual aids consist of Vu-graphs and 35 mm slides of. 
various front page shots; Kayhan and Tehran Journal — Tehran's two 
English language newspapers during the period. 

3. I would appreciate your clearance to use this in future speaking 
commitments on the subject of the revolt in Iran. I will be departing 
the Washington area for a short stint of TAD and leave on the West 
Coast, so between 28 April and 7 May I can be reached through Commander 
Surface’ Forces Pacific in San Diego. After that I will be reporting 

to OP-40 for duty. 

4 . Thanks . 


Copy to: 

Chief, ARMISH-MAAG, Iran 
^ CINC, EURC0M 
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AMATOHY OF REVOLT 


PROLOGUE 

" END OF 2507 YEAR OLD PERSIAN EMPIRE 11 FEBRUARY CAUGHT EVERYONE 
INCLUDING AYATOLLAH RUHOLLAH KHOMEINI AND PRIME MINISTER BAKHT1AR BY 
SURPRISE. WHAT HAPPENED! HOW DID IT HAPPEN? THIS IS MY VIEW. 

THE BEGINNING 

JANUARY 1963 - "WHITE REVOLUTION" OR "SHAH AND PEOPLE'S REVOLUTION" 
WHEN SHAH TOOK ROYAL AND CHURCH LANDHOLDINGS AND REDISTRIBUTED TO 
PEASANTS. SPECULATION AT TIME THAT CLERGY OWNED 60Z OF LAND IN IRAN. 

TO GAIN INSIGHT INTO INFLUENCE OF CLERGY, CONSIDER THAT CURRENTLY THERE 
ARE SOME 80,000 MOSQUES; 180,000 MULLAHS; AND OVER 1200 AYATOLLAHS IN 
A COUNTRY OF ABOUT 35 MILLION PEOPLE. ONE DISSIDENT WHO TOOK VOCAL AND 
VIOLENT ISSUE WITH THE SHAH ON LAND REDISTRIBUTION WAS RUHOLLAH KHOMEINI 
WHO TAUGHT IN HOLY CITY OF QOM ABOUT 90 MILES SOUTH OF TEHRAN. FOR HIS 
OPPOSITION HE WAS EXILED AND LIVED IN IRAQI HOLY CITY OF NAJAF UNTIL 
6 OCTOBER 1978 WHEN HE MOVED TO PARIS. THE MOVE WAS PROMPTED BY IRAQI 
OFFICIALS WHO WERE INTERESTED IN PRESERVING THE RECENTLY MENDED RELATIONS 
WITH NEIGHBORING IRAN. 

* THE REVOLUTION’S EXTERNAL MANIFESTATION IN IRAN COULD BE DATED 

8 JANUARY 1978 WITH STUDENT RIOTS IN QOM AND ESFAHAN. MARTIAL LAW WAS 
DECLARED IN ESFAHAN AND OTHER OUTLYING CITIES FROM TIME TO TIME. 

• RELATIVE CALM IN TEHRAN THROUGH JULY 1978, THO THERE WERE DEMONSTRA- 
TIONS AND DESTRUCTION OF PROPERTY (MAINLY BANKS, LIQUOR STORES AND CARS.) 
SHAH AND FAMILY SPENT MOST OF SUMMER ON CASPIAN. RUMOR THAT SHAH HAD 
BEEN SHOT BY AN ARMY J.O. (LT. KHATAMI, SON OF DECEASED GEN KHATAMI) WAS 

Enclosure (1) 
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DENIED, AND SHAH AND SHAHBANOU'S PICTURES AND PRONOUNCEMENTS DAILY 
APPEARED IN PAPERS. 

* EARLY AUGUST 1978 BOMBING OF KHANSOLAR RESTAURANT IN TEHRAN, FOLLOWED 
BY RIOTS IN ESFAHAN ON 11 AUGUST AND THE TRAGIC REX THEATRE FIRE IN 
ABADAN 17 AUGUST WHICH CLAIMED 377 LIVES BEGAN THE ACTIVE - CONTINUOUS 
PERIOD OF REVOLT. 

* AYATOLLAH SHARIAT MADARI, THE SENIOR HOLY MAN IN COUNTRY, BEGAN 
SPEAKING OUT ACTIVELY ON NEED FOR REFORM, AND HE WAS JOINED BY AYATOLLAH 
TALEGHANI WHO WAS IN THE VANGUARD OF POLITICAL PRISONERS RELEASED BY THE 
SHAH. GOVERNMENT ALSO TRIED TO NEGOTIATE WITH KHOMEINI IN IRAQ AT THIS 
TIME, BUT NO SUCCESS. 

* 27 AUGUST 1978 . DRAMATIC INDICATION OF TROUBLE WAS PRIME MINISTER 
JAMISHID AMOUZEGOR'S RESIGNATION AFTER JUST OVER YEAR IN OFFICE. 

* 28 AUGUST 1978 ■ JAFAR SHARIF EMAMI, WHO HAD BEEN PM 1960-61 WAS 
APPOINTED AS PM. FELT TO BE MODERATE WHO COULD COMMUNICATE WITH CLERGY, 
NATIONAL FRONT, ETC . ; UNFORTUNATELY EMAMI NOT DYNAMIC OR DECISIVE ENOUGH 
AND DEMONSTRATIONS AND DESTRUCTION CONTINUED. 

* 8 SEPTEMBER AT 0600 . MARTIAL LAW DECLARED IN TEHRAN (CURFEW 9PM - 
SAM) AND 9 OTHER MAJOR IRANIAN CITIES — SIGNIFICANTLY ENOUGH, NEITHER OF 
THE NAVY CONTROLLED CITIES WERE INCLUDED. GENERAL OVEISI, CINC IIGF WAS 
MARTIAL LAW ADMINISTRATOR OF TEHRAN. AT MID MORNING 8 SEPT, A LARGE MOB 
ASSEMBLED IN JALLEH SQUARE TO SEE IF GOVERNMENT WAS SERIOUS ABOUT MARTIAL 
LAW. PUSHED TO LIMIT, TROOPS FIRED ON MOB KILLING AN ESTIMATED 300 AND 
WOUNDING PERHAPS A 1000 MORE- (GOVERNMENT FIGURES SAID 70 KILLED, 280 
WOUNDED) . 
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‘ 17 SEPTEMBER 1978 . EARTHQUAKE IN NE IRANIAN CITY OF TABAS KILLED 

AN ESTIMATED 25,000 TO ADD TO SHAHANSHAH’S WOES. 

’ 6 OCTOBE R 1978 . KHOMEINI LEAVES NAJAF, IRAQ FOR PARIS; BEGINS FULL 

MALE PROPAGANDA CAMPAIGN AGAINST PAH LAV I "DYNASTY" ANP GOVERNMENT. 

’ EARLY OCTOBER SAW BEGINNING OF STRIKES — POSTAL, HOSPITAL WORKERS, 
»TC. ON 11 OCTOBER, A DAY STRIKE OF NEWSPAPERS WHO PROTESTED CENSORSHIP. 

26 OCTOBER - SHAH'S BIRTHDAY. A SUBDUED AFFAIR; RECEPTION AT 
UWLESTAN PALACE IN DOWNTOWN IRAN WITH BUSINESS, ACADEMIC, CLERGY AND 
1 f.NIOR MILITARY INVITED TO PAY RESPECTS TO HIM. HIM LOOKED GOOD, PEOPLE 

i 

NIKE IMPRESSED. SHAH RODE TO AND FROM RECEPTION IN MOTORCADE WITH NO 
UNUSUAL SECURITY. 

* LATE OCTOBER SAVAK, STATE POLICE/ INTELLIGENCE CAME UNDER FIRE, 

UNF.RAL NASSIRI, FORMER LEADER, CHARGED WITH MURDER. 

* 1 NOVEMBER OIL STRIKE BEGAN. 

’ 4 NOVEMBER KARINS SANJABI, NATIONAL FRONT LEADER WAS INVITED TO 

toME BACK FROM PARIS WHERE HE WAS CONFERRING WITH KHOMEINI TO FORM GOVERN- 
MENT; KHOMEINI SQUASHED THIS OPPORTUNITY FOR PEACEFUL SETTLEMENT. 

* 5 NOVEMBER $ TRANSFER OUT OF COUNTRY RESTRICTED. 

* 5 NOVEMBER ATTACK ON BANKS, CINEMAS, LIQUOR STORES REACHED PROPORTIONS 
m ANARCHY. 300 BANKS DESTROYED, U STORY BMI BLDG RAZED, 7 STORY BANK 
NELLI HDQTRS GUTTED, COUNTLESS THEATRES AND LIQUOR STORES BURNED. 

’ SHARIF EMAMI GOVT RESIGNS. 

* 6 NOVEMBER SHAH APPOINTED GENERAL GHOLAM REZA AZAHARI, CHIEF OF SCS, 
PM. CALLS FOR ORDER AND CALM, ADMITTED CORRUPTION AND ERROR IN GOVT. 

IPEECH WELL RECEIVED EXCEPT BY THOSE WHO TOOK EXCEPTION TO HIS ADMITTING 
KKSONAL ERROR; CONSTITUTION SAYS SHAH CAN DO NO WRONG - ONLY GOVERNMENT. 

) 
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• SERVICE CHIEFS APPOINTED TO MINISTRIES; RABI-HOUSING, OVESI-LABOR, 

HASI BOLLAH1 -EDUCATI ON/TECHNOLOGY /CULTURE/ HIGHER EDUCATION , QARABAHI - I NTERIOK 
ETC . » RESIGNED WEEK LATER DUE CONSTITUTION RESTRICTIONS AGAINST HAVING 
TWO KEY GOVT POSITIONS. 

° MOHARRAM (1-10 DECEMBER DEEP MOURNING PERIOD FOR 1MHAM HOSSEIN, 

3RD IMMAM, SON OF ALI , MOHAMMED'S SUCCESSOR), MARKED BEGINNING OF WIDESPREAD 
PROTEST - CURFEW VIOLATION THE NORM - ROOF TOP CHANTING OF "ALLAH AKBAK" 
BECAME NORM AS DID CONTEMPT FOR MARTIAL LAW. 

° 7 ~ S DECEMBER EVACUATION OF DEPENDENTS BEGAN, TO LESSEN DANGER FROM 

EXPECTED RIOTS ON 9 - 10 DECEMBER. 

° TASHUA (9 DECEMBER) PARADE PERMITTED BY AZAHAR1 . 3/A MILLION TO 

MILLION PARADED TO SHAHYAD PEACEFULLY. 

° ASHURA (10 DECEMBER) REPEAT OF TASHUA. CROWDS ABOUT SAME, "MOHAM 
NEISS" 

DECEMBER NIGHTLY BLACKOUTS, BENZENE, NAFT, GAS-OIL SHORTAGE. BENZENE 
LINES A8 HOURS LONG - NAFT MINIMUM 8-10 HOURS. GAS OIL SHORTAGE PRODUCED 
COLD HOUSES AND SHOWERS! 

30 DECEMBE R GEN AZAHAR1 HAS SLIGHT HEART ATTACt AND ASKED FOR 
RELIEF AS PM. 

3 JAN 79 SADIGHI ASKED TO FORM GOVT - COULD NOT GET CABINET. GENERAL 
OVE1SI , CINC I IGF AND MARTIAL LAW ADMINISTRATOR FOR TEHRAN LEFT COUNTRY 
FOR USA. BAD OMEN. S. BAKHT1AR GIVEN CHANCE TO FORM GOVERNMENT. AGREES 
TO TRY UNDER THREE CONDITIONS: SHAH LEAVE COUNTRY; HE BE GIVEN FREE REIN; 

HE CONTROL MILITARY. SHAH AGREES. 

7 JAN 79 BAKHTIAR PRESENTS CABINET - ALL ANTI SHAH. MUST NOW BE 
APPROVED BY MAJLIS AND SENATE. CURFEW EASED TO 11-5. COUP TALK. 

15 JAN 79 APPROVAL OF BAKHTIAR CABINET GAINED. 
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THE DOWN TURN 


16 JAN 79 SHAH LEAVES IRAN FOR REST . LEAVES REGENCY COUNCIL IN 
CHARGE. TEHRAN I PRESIDENT OF COUNCIL. MUCH ELATION. SPENT DAY IN 
BANDAR ABBAS. 

17 JAN 79 SPENT DAY IN BUSHEHR. SPIRITS DOWN BUT NOT OUT. 

21 JAN 79 COMMUNIST CONDUCT BIG PARADE IN DOWN TOWN TEHRAN. MET 
SOME OPPOSITION. 

23 JAN 79 KHOMEINI THREATENS TO COME TO TEHRAN; MEHARABAD CLOSED 
FOR 5 DAYS. 

25 JAN 79 CONSTITUTION IS TS CONDUCT SUCCESSFUL PARADE FOR BAKHT1AR 
TO BARHESTARAN SQUARE IN FRONT OF MAJLIS. 3 - 500,000. 

27 JAN 79 BAKHTIAR OFFERS TO MEET KHOMEINI IN PARIS; KOMEINI SAYS, 

"COME WITH RESIGNATION IN HAND." 

1 FEB 79 KHOMEINI RETURNS TO IRAN AFTER 15 YEARS ABSENCE - 750,000 
TO 1 MILLION PEOPLE TURN OUT TO GREET "AGHA UMAD" (THE MASTER HAS COME) 

6 FEB 79 KHOMEINI NAMES 70 YR OLD MEHEJI BAZARGAN AS PM OF REVOLUTIONARY 
GOVERNMENT. BAKHTIAR RESPONDS THAT REVOLUTIONARY GOVT IS "JOKE". 

8 FEB 79 7 OF BAKHTIAR' S MINISTERS SWING TO BAZARGAN. QARABAGltl TO 
CADETS AT OFFICERS SCHOOL SAYS "ARMY'S JOB NOT POLITICS, BUT DEFENDING COUNTRY." 

9 FEB 79 SERMON TITLE "WHEN NOTHING MAKES SENSE" AT TEHRAN COMMUNITY 
CHURCH. HOMOFAR DISTURBANCE AT DOSHAN TAPPEH. IMPERIAL GUARD CALLED OUT 
TO QUELL. 

10 FEB 79 WORD OUT THAT ARMY FIGHTING AIR FORCE. SHOOTING AND 
BURNING TO SOUTH OF 11N HDQTRS . CURFEW LOWERED TO 1630. AF SECTION RESCUED 
FROM DOSHEN TAPPEH BY HELOJ NAVY SECTION DRIVES HOME; ARMISH MAAG STAFF 
ELECTS TO STAY AT SCS HDQTRS. POLICE STATIONS METHODICALLY KNOCKED OVER. 
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END OF A DYNASTY 


11 FEB 79 ALL HANDS TOLD TO STAY HOME. SPORADIC SHOOTING. 1100 
QARABAGHI NEUTRALIZES ARMY "POLITICS FOR POLITICIANS." IMPERIAL GUARD 
RETURNS TO GARRISON. CROWDS GO WILD. RUMOR THAT WATER SYSTEM POISONED. 

GENS BADARIE, JAFARIAN AND BELARCI ALL KILLED TODAY. 

12 FEB 79 IMPERIAL GUARD ARMORYS KNOCKED OVER. THOUSANDS OF WEAPONS 
AND MILLIONS OF ROUNDS OF SMALL ARMS AMMO NOW IN HANDS OF REVOLUTIONARIES. 

RADIO ANNOUNCES AMERICANS ARE JOINING IMPERIAL GUARDS IN COUNTER REVOLT. 
IMPERIAL GUARD JOINS REVOLUTIONARY FORCES OR DESERTS. MUCH SHOOTINC. 

0430 GAST AND COMPANY RESCUED BY IBRAHIM YAZDI AND TAKEN TO EMBASSY . 

13 FEB 79 ADMIRAL HABIBOLLAHI ON RADIO ASKS NAVY TO RETURN TO WORK. 

14 FEB 79 1120 RECEIVE CALL FROM GAST, EMBASSY UNDER ATTACK. I CALL 

ADM HABIBOLLAHI AND ASK FOR HELP - ALSO KHOMEINI POLICE STATION. 1145 
GAST CALLS BACK, "EMBASSY OVERRUN, WE'VE SURRENDERED." YAZDI AND KHOMEINI 
FORCES ARRIVE AND TALK GUERILLAS INTO SURRENDERING PRISONERS WHO ARE 
TAKEN TO KHOMEINI HEADQUARTERS FOR QUESTIONING. GUERILLAS CLAIM TO BE 
MARXIST; FEDEYEN. CLAIM TO BE LOOKING FOR SAVAK MEMBERS AND RECORDS AT U.S. 
EMBASSY. ALL EMBASSY /MILPERS RETURNED TO EMBASSY IN ;JME AFTERNOON. BOB 
PRYOR COMES BY AND 1 INVITE HIM TO STAY. DESCRIBES DESECRATION OF CHURCH 11 FE 

15 FEB 1979 ARMED MEN COME TO MY GATE. GARDNER TELLS THEM NO ONE OF 

IMPORTANCE LIVES HERE. 

16 FEB 1979 ACCOMPANY BOB PRYOR TO SERVICES HE IS HOLDING AT SAADI 
ROOM OF HILTON. KHOMEINI MILITIA GUARD ENTRANCE. 1210 WHILE FIXING LUNCH, 
ABDOL ANNOUNCES "COMMITTEE" HAS COME TO CALL AND WOULD LIKE MY PRESENCE. 

8 OF 25 COME INTO COMPOUND. QUERY ME AS TO WHY I AM STILL HERE, ADVISE ME 
TO GO. NOT SAFE. THEY CANNOT GUARANTEE PROTECTION, ::TC., COURTEOUSLY TREATED. 
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17 FEB 79 IRANIAN NAVY BACK TO WORK. COMMITTEE SCREENS FLAG 


OFFICERS; CAFT SULTAN IS SENIOR NAVY REP - MULLAH IS IN CHARGE. POURZAND 
BROTHERS DU NOT FARE WELL. KAYHAN HAS FIRST PICTURES OF "ISLAMIC JUSTICE". 
REVOLUTIONARY COURTS CONDEMNED AND HAD SHOT GENS NASSIR1 (SAVAK). NAJI 
(ESFAHAN MARTIAL LAW ADMIN), RAHIMI (TEHRAN MARTIAL LAW ADMIN) AND 
KHROWSHODAD (OIC ARMY AVIATION). GORY PICTURE. ALSO PICTURES OF FOUR 
OTHER GENERAL OFFICERS WITH HANDS TIED BEHIND BACKS. ALSO WILL LIKELY 
SUFFER SAME FATE. PLO LEADER ARAFAT IN TOWN. 

18 FEB 79 GIVE CLOTHES TO SERVANTS, PACK BAG. MOVE TO HILTON. BOMB 
SCARE WHEN WE ARRIVE. 

19 FEB 79 SEARCHED THOROUGHLY AT MEHRABAD AND PASSPORT CHECKED 7 
TIMES. 1502 WHEELS UP FOR FREEDOM. 

"KEYS TO DOWNFALL OF PHALAVI DYNASTY" 

"KHOMEINI’S HATRED OF SHAHANSHAH" 

"CORRUPTION IN GOVERNMENT" 

"FAILURE OF SHAH TO 'MIND THE STORE'" 

"AUTHORITARIAN RULE OF SHAHANSHAH" 

"LACK OF VALID/TIMELY INTELLIGENCE BY USG/GOI AGENCIES" 

"SHAH'S WITHDRAWAL FROM PUBLIC LIFE IN SEPTEMBER" 

"FRENCH SUPPORT OF KHOMEINI" 

"FARSI LANGUAGE NEWS FROM BBC" 

"FAILURE TO ENFORCE MARTIAL LAW" 

"FAILURE TO DEAL WITH KHOMEINI OR OPPOSITION" 

"FAILURE TO DEAL EFFECTIVELY WITH STRIKES" 

"LACK OF 'GUSTY' MILITARY" 
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"OVER ESTIMATION OF ABSORPTIVE CAPABILITIES OF IRAN'S PERSONNEL RESOURCES" 
"HUMAN RIGHTS POLICY" 

"LACK OF UNDERSTANDING OF MIDEASTERN CULTURE BY WESTERNERS" 

KEY UNANSWERED QUESTIONS 

"WHY DID SHAH WITHDRAW FROM ACTIVE LEADERSHIP?" 

"WHY DID GENERAL QARABAGHI NEUTRALIZE ARMY?" 

"WHY DIDN’T GOVERNMENT EITHER TRY TO SELL ITSELF TO PEOPLE, OR DISCREDIT 
AYATOLLAH KHOMEINI?" 

"WHY DIDN'T MILITARY MOVE TO TAKE OVER STRIKE-BOUND INDUSTRIES OR 
SERVICES SUCK AS REFINERIES AND CUSTOMS?" 
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MOHAMMAD 


REF: STATE 110124 


1. (C - ENTIRE TEXT) 

2. SUMMARI i THE CHARGE, IN HIS MAT 2 CALL ON AGRICULTURE 
MINISTER IZADI, CONVETED THE SAME POLITICAL MESSAGE 
DELIVERED IN HIS PREVIOUS CALLS AND IZADI RESPONDED WITH 

A POLITE IF SOMEWHAT- COOL EXPRESSION OF DESIRE TO OVER- 
COME THE DEFICIENCIES OF US FOREIGN POLICI AND BUILD 
BILATERAL AGRICULTURAL RELATIONSHIPS ON OUR HISTORIC 
EDUCATIONAL, TECHNICAL AND COMMODITT TIES. LITTLE NEW OR 
SPECIFIC WAS LEARNED CONCERNING AGRICULTURAL POLICIES BUT 
THE MINISTER DID INVITE US AGRICULTURAL EQUIPMENT MANU- 
FACTURERS TO SUBMIT PROPOSALS FOR LONG-TERM PRODUCTION 
ARRANGEMENTS IN IRAN. END SUMMART 

3. THE CHARGE, ACCOMPANIED BT THE ACTING ECONOMIC 
COUNSELOR, CALLED MAT 2 ON DR. MOHAMMAD IZADI, MINISTER FOR 
AGRICULTURE AND RURAL DEVELOPMENT (HARD). MR. 

MAGHSOOB-POUR OF THE INTERNATIONAL RELATIONS OFFICE SAT IN. 
THE CHARGE DESCRIBED THE USG'S BASIC POLICT OBJECTIVES VIS- 
A-VIS IRAN— IRAN 'S TERRITORIAL INTIGHITT AND ECONOMIC 
STRENGTH AND US NON-INTERFERENCE— AND EXPRESSED HOPE THAT’ 
ON THE BASIS OF MUTUAL RESPECT, HISTORIC TIES AND MUTUALLY 
BENEFICIAL TRADE WE COULD COOPERARATE IN THIS NEW 
ENVIRONMENT. THE CHARGE RECOUNTED VARIOUS BILATERAL 
TECHNICAL PROGRAMS, PARTICULARLY THOSE INVOLVING OUR 
DEPARTMENT OF AGRICULTURE AND, WHILE ACKNOWLEDGING THE PRE- 
MATURITY OF SUCH CONSIDERATIONS, INVITED THE MINISTER TO 
KEEP IN MIND THE PUBLIC AND PRIVATE ASSETS WITHIN THE US 
WHEN HE DEVELOPS HIS AGRICULTURAL PROGRAMS. 



4. DR. IZADI, IN RESPONSE, REFERRED TO THE INCORRECT 
ECONOMIC STRATEGY OF THE PREVIOUS REGIME WHICH EMPHASIZED 

SHOW-OTT PROJECTS" AND PURSUED UNREALISTIC INDUSTRIAL 
GOALS. IRAN, HE SAID, SHOULD RETURN TO ITS TRADITIONAL 
AGRICULTURAL EMPHASIS, THOUGH WITH USE OF ALL APPROPRIATE 
TECHNIQUES. "WE WANT HELP FROM ANY FRIEND. AS CONCERNS 
FOREIGN RELATIONS IN AGRICULTURE, IE SAID THAT THE US IS 
IRAN'S NUMBER ONI LOGICAL SOURCE FOR KNOWLEDGE AND TECHNICAL 
ASSISTANCE OWING TO THE US CLIMATE AND THE PRIMACY OF US 
EDUCATIONAL INSTITUTIONS IN TRAINING IRANIANS. WHETHER 
OH NOT THIS RELATIONSHIP CONTINUES DEPENDS, HE SAID, ON 
US POLICI— WHETHER THE US ENCOURAGES TIES. 

5. I [TURING TO THE POLITICAL, DR. IZADI EXPOUNDED ON THE 

ditokrence between Americans (kind, helpful, etc.) and us 
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POLICY. THE LATTER, HE SAID, IS BASED ON US AGENTS REPORTS 
AND THE DS MEDIA, WHICH WITH THE EXCEPTION 0? PBS IS 
CONTROLLED BT THE SAME MONOPLT WHICH CONTROLS DS MOVIES, 

ETC. IE THE DS PEELS DNLOVED , IT IS BECAOSE FOREIGNERS 
ARE REACTING TO THE DISTORTED VIEW OF THEM CREATED BT ODR 
MEDIA. HE EMPHASIZED HIS BELIEP THAT I? WE WISH, AS THE 
CHARGE EXPRESSED, TO IMPROVE RELATIONS THEN THE DSG MOST 
IMPROVE THE DS MEDIA. THE PGOI, HE SAID, IS OPEN" AND 
WANTS TO DEAL HONESTLY. SINCE WE ARE ALL “CHILDREN OP 
ADAM AND EVE WE SHOULD BE ABLE TO COOPERATE ON THE BASIS 
OF KNOWING EACH OTHER AND MUTUAL RESPECT. THE 30 MI NOTES 
CALL ENDED WITH DR. IZADI RETDRNINO TO HIS CRITICISM OP 
THE OS PRESS, ADDING THAT HE CONCLUDED DURING HIS MANY 
YEARS AS A STUDENT IN THE US THAT THE US MEDIA WAS 
MANIPULATED BY' "A MONOPOLT." THE USG, HE SAID, NEEDS A 
LAW TO SOLVE THIS PROBLEM? HE ADDED, ALMOST AS AN AFTER- 
THOUGHT, THAT HE, OP COURSE, FAVORS FREEDOM OP THE PRESS. 

6. THE CHARGE, GIVEN THE MINISTER'S ARTICULATE AND SINCERE 
ESPOUSAL 0? HIS ANTI-MEDIA CONVICTIONS, CONFINED HIS 
RESPONSE TO A BRIEF RECOUNTING OF THE SHAH'S SIMILAR POCDS 
ON THE EVILS OF THE US PRESS AND THE OBSERVATION THAT A 
MEDIA HATED BY SDCH DISPARATE PEOPLES CAN'T BE ALL THAT BAD. 

7. THE CHARGE, IN AN ATTEMPT TO GET THE DISCUSSION BACK 
ON THE FARM, SOLICIATED THE MINISTER'S VIEWS CONCERNING 
THE DIRECTION OF AGRICULTURAL POLICY AND PROGRAMS. AGAIN 
ALLOWING FOR THE NEWNESS OF THE GOVERNMENT, HE ASKED FOR 
ANY INDICATION OT HOW THE GOVERNMENT PLANNED TO MOVE ON 
RURAL DEVELOPMENT (ROADS, ELECTRIFICATION), STRUCTURAL 
POLICIES FOR AGRICULTURE (COOPERATIVES, CORPORATIONS, 

AGROINDUSTRY) AND COMMODITY PRICE POLICY. DR. IZADI SAID 
LITTLE HAD BEEN DECIDED, PARTICULARLY CONCERNING THE 
SITUATION 01 THE AGRICULTURAL STRUCTURE. ADMITTING TO SOME " 

DISPUTE ON THIS, HE SAID HE PERSONALLY FAVORS PRIVATE 
ENTERPRISE, WITH GOVERNMENT INVOLVEMENT ONLY TO THE EXTENT 
NEEDED TO STIMULATE RIGHT DIRECTIONS AND PROVIDE WHAT 
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THE PRIVATE SECTOR CANNOT, F.5. BAMS TOR IRRIGATION. 

FEEDER ROADS WILL 32 A PRIORITY . THE OFTICIAI PRICE TOR 
WHEAT HAS BEEN INCREASED AND PRICES TOR BARLEY, SUGAR BEET 
AND RICE ARE UNDER REVIEW. WHEN FMBOF V DESCRIBED THE 
SUCCESSES OF THE US NATIONAL RURAL ELECTRIC COOPERATIVE 
IN OTHER COUNTRIES AND ITS DESIRE TO ASSIT IRAN, DR. IZADI 
SAID RURAL ELECTRIFICATION PROGRAMS WERE IMPORTANT, BUT 
WOULD TOLLOW THE PROVISION OT ADEQUATE DISTRIBUTION AND 
WAREHOUSING 0? ALREADY EXISTING AGHICULTRUAL PRODUCTION. 
(DETAILED INFORMATION SOUGHT PER RETTEL, RECEIVED ATTER 
OUR CALL, IS NONETHELESS MORE APPROPRIATE TO THE EFFORTS 
OF THE EAS ATTACHE, AN OFFICE ABANDONED OF FAS' STAFF OR 
CONTACT SINCE MID-FEBRUARY.) 

6. MINISTER IZADI INVITED US MANUFACTURERS OF AGRICULTURAL 
EQUIPMENT TO SUBMIT INFORMATION AND PROPOSALS TO THE HARD 
IF INTERESTED IN A LONG-TERM PRODUCTION POSITION IN IRAN. 

Hi SAID that IN KEEPING WITH IRAN'S NEW AGRICULTURAL 
EMPHASIS IT WOULD SELECT THREE (3) COMPANIES TO PRODUCE 
AND sell HERE. THEIR ABILITY TO PROVIDE SERVICE AND SPARE 
PARTS WOULD BE TAKEN INTO ACCOUNT. INTERESTED COMPANIES 
SHOULD PROVIDE CATALOGS 0? THEIR PRODUCTS WITH PRICES. 
EMBOFF ASKED WHAT THIS POLICT INDICATED FOR THE FUTURE OP 
FOREIGN FIRMS ALREADY HERE (SUCH AS ROMANIAN TRACTORS WITH 
MASSE! FERGUSON AT TABRIZ AND JOHN DEERE AND INTERNATIONAL 
HARVESTER AT ARA<) AND THE MINISTER SAID THAT THOSE 
FACILITIES COULD BE CHANGED. (NOTE: OUR COMMERCIAL STAFT 
AND FAS FSNS WILL COORDINATE EFFORTS TO FLESH OUT THIS 
INVITATION AND REPORT ACCORDINGLY.) 


S. DURING THE 25 MINUTES WE WIRE KEPT WAITING EOR THE 
APPOINTMENT we explained to HARD OFTICIAL MAGHSOOB-POUR 
THE OUTSTANDING $21,700 DEBT TO OUR DEPARTMENT OE 
AGRICULTURE FOR ADVANCES TO IRANIAN FORESTRY TRAINEES. 

EE OFFERED HIS ASSISTANCE IN RESOLVING THE ISSUE AND OUR 
FAS FSNS WILL CONTACT HIM. MAGHSOOB-POUR, A 25 YEAR 
VETERAN WITH THE MARD, SAID THAT THE MINISTRY WAS BEGINNING 
TO RESUME WORE. ITS EIERARCHT IS REDUCED FROM NINE TO 
four undersecretaries, one of which is a carrtover. 


ie. BIOGRAPHIC! DR. MOHAMMAD IZADI, REPORTEDLY 53, IS 
LEAN, ALMOST BALD AND WITH BEARD. HIS ENGLISH IS ALMOST 
FLAWLESS, HIS SPEECH CAREFUL, ARTICULATE, AND CONSISTENT 
WITH A CONFIDENT BEARING. HR ATTENDEE THE UNITERSITY OF 
PEKNSUVANIA AND OBTAINED HIS PHD (1ELIEFE IN AGRICULTURAL 
SCIENCES) FROM THE UNIVERSITY OF OREGON. HE WAS MOST 
RRCENTlY A PROFESSOR OF AGRICULTURAL SCIENCES AT THE 
FAHLAVI UNIVERSITY AT SHIRAZ. HE IS ALSO A FARMER AND 
SAID HE GROWS CHIEFLY TOMATOES AND CABBAGE WITH SOME HICE. 
HIS MANNER TOWARDS EIS VISITORS WAS COOL AND BARELT CORRECT. 
WITHOUT HEADING TOO MUCH INTO THIS ONE CALL, THERE WAS 
LITTLE WARMTH IN EIS RECEPTION (WHICH AFTER A LATE 
ADMISSION HE READILY, and WITHOUT APOLOGY, INTERRUPTED WITH 
A LONG TELEPHONE CALL). HE APPEARED PRIMED TO DELIVER. AS 
WE WERE TO TAKE, HIS LICKS ON US FOREIGN POLICT. HIS 


RE AND BY ALL APPEARANCES IMMUTABLE VIEWS CONCERNING 
fiS PRESS, NOT SURPRISING EVEN AMONG SUCE HIGHLY AND 
OCATED IRANIANS, IS MARRIED WITH A BLINDNESS CONCERN- 
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INC THE FABRICATIONS AND DISTORTIONS BEINC FED THE IRANIAN 
PUBLIC BT KHOMEINI AND HIS "TRUTH SQUAD." IZADI SEOULD 
BE AS WELL QUALIFIED FOR HIS PORTFOLIO AS ANT MINISTER IN 
THE BAZACEN CABINET AND HIS PRIVATE ENTERPRISE LEANINCS 
BODE HELL FOR A PRA3MATIC APPROACH TO A SECTOR CURRENTLY 
DEVOID OF INVESTORS CONFIDENCE. THIS, OUR FIRST START 
AT DIALOGUE VITH HIM, SHOULD IDEALLY BE FOLLOWED BY 
SECOND LEVEL CONTACT IF STAFF RESOURCES PERMIT. IZADI 'S 
CLEAR RECOGNITION OF IRAN'S NATURAL INCLINATION TO THE 
US IN AGRICULTURAL MATTERS NEEDS CAREFUL TILLING, 
ESPECIALLY BY OUR PRIVATE SECTOR, TO OVERCOME HIS SUSPICION, 
IF NOT HOSTILITY, TO USG POSTURES. NAAS 
BT 

#4629 


CONFIDENTIAL 


TEHRAN 4625/02 


89 


06 


VMWjC’ 


f— ' 


I tCCri + 1 * jT^ r •) yrfq rCp^i ** \ C* r > » » | i . i j *— — O rf^ tf 

^ *f» *HisKW| C|«-p rff A^rr rw ^ r - t .r J r *f> ^ rr^j ^ fr r 

m *» VAVl *q f* 5 T fr 7*1 r r *4"r r »^ Cj o*r) • fc ryj f | o rr^ 

•tfyf ^ * | *1 7| *<frr* I ’■^•’* > | < “ f j O 

■ * 4^3 •f’*V| <*{** | | O *tj <*pf r-*-j < «»o j fj ■*—-<? y ■ r *— 3 

r*! n •'t^cq O r^Tro| *T5“trfp7 •r***’ j ' „ ) 0 yr* v 1 . t i r c— 
^*T| C - c | »4" r - y| r* » 


r | w w ^ r-, | P O j r^i p*| ^ • 

4K »** j *<* ryf •■j <Y^^| i- i r^rr j q yj t*r rq o «*yr j tO» <| » r.— 11 ^ C 

tf N»j t r-q p"cyj C cf » I "TT* I p« i* y r -^f y T j | j f 
•<* | r ji *T » t 7 ^ iM* |-rr«l<7^ rp rcjT yj »-p rr| r» » ^ ■ C j ♦ 

fff^| jttt • 

m p rf i •**r •^r* c s? €r i *n 0 ^i rrr^i^’i ° i*v* r m rr 

I •*> 5 j r r rr* r \ 0 rj ct | l *T r v:^ r j •*rf’j r *q r— 77 — rf 


I C^r •Cf>| rrq ** S\ H"** "T^ | *1 fio *ry— — rt 
I ^| 0 rt h < , r r 7p f •’•’j pi •■77*’ $■» r f JT^ r i *1 rttr* y ) r S* r^» « j 77 • 

-‘1 t^i rrff i T Jr ^n ) <r^T) * — »*-^*-f<r | »n* *» 

I HT 7 q pr* iffyr* **" 4 CfT | ^| O | >‘ f | * 4 >f | r 

| ^ ^ *\ ^ Jf > t , * , »; | * 1*0 j j *i . 7 ^ i S»'«i 7 i fC*f 

S*** 

r r ^ rr? rj vAVi ^ ^ «*r^ ^ 4f 7C n , **'* 1 ^ 


-«r) ^ x r rf^i 


q'''? : "i/i/VCil 



<T> 





. <4y l# 'l^l I 1 N L Jhyja* T ^ LtMi4 1 III ki 

j— « l i i>a « L£y T ^5 Lam u jJS*. t£ o« I >-a y ~ » 4y L ^ I ^ I lu_L» ^ 1 

J la ya L. Lyj La i « ^1 <s Ly I jjy jjy I j la ^ Li I 4 " > «• \ S f^jj 

I *£ ,J ys£ ILL Cam I 4 Jai ^ I ^ I jui ^j<iy (j*> L» I 

<*0 L-T (Jt^nL j Ia j^ M|I Ij ^sJjSjkjj* £j«iyfj lj l&*y 

o *>* lj>i^j^ IjjL j>L , 0 kjLjJ lyj-* O LJ Le * ij !>•»** 

> . » t i j* \j o ly L* ir*>o.jTf OJ-*C^j * uLv «i ^ 

• Jy laJ jJ «U 


**j ^j>* vS UTw L**> 


j L. , ... 4 »^Aj I UhijJij ^yj*y jJ Ly L *>*** 

«. " .*- — ,1 jj L ^ ly ly o *-/■* * f w^L-j I j jjJL I 

i ) “V L J * 1 • c *“ * O vj^ *J° o ^ 

tjSj i-'ta fJb Lm J Ly I 4y l» Aa» Am la-lj_j-l£ j L*mji I J-J I j l^Ja I ^ y I jXj 

*j L. ..■■ I ,j I *v o LjJ L^t£ 1 £*a \jy> ^ Lay* j 

Uh4jvj4^Jj L^aj ^t Ij ^ Ijy I tjJjJ 4 ^ ly . V a £y a . >£.»£ Ay L J ^5 
o T J J j-a-a 4 j J*4 u 4 »jJ L£y jS T CaJ jA Jay I J j j J Caia ^a >*- c J l£* I 

* 4^ Ljjliui^4^»J 

w^l ly I ly Cm I ,Jy L jy* ^^a ^ > i * . " aa CaJ jA 4>S ^4 4^4 £ 1 ‘ ay ala I Lal y 
J ^ l i4 " m» I W jja L I jy I j U a 4 j ^aaajJ iJ^4 jM Jay I j j Lly ^a T 4 . V^ a a 

-L-V Oyf 1 <J-*J 'V Lmj I jijy Jy LLa^ l>a» Ij Vf -L Laa j » a X L a 

ij A... i y >4» J Lay a jy 4y Ly «4y I 44a^4aa Ly LyiSyjiL Ia4 

4| i» ^ CfcJja^kiy ^ * Laya ^y I ,*J± tfj l^54y Ly 


%% 


91 


■stes's/ 


<r) 


w M . .. i i L 'f • j LJ Ly*-» I J J JytJj «j I^V If 4j* iS L* l>> jU L U> I 

> »L» lyy* L« T*m l_» L ^ 4 -i 

o- l - •jv -Uy I Ut>t£fA4y« j Ll**A> I LAy 

4 * {±>*3 sx* Ur*J J lj*«Ay« j**>i Lh* J>i ^ U- 

. 4m 4* Ij>4C LmJv !*»>>• _^-»4 J Li I ,j lay ,j U J>> 


W III -!"■ J^ll !j l*M *J>4y T c 


,T "btyl 


V,//7 


(jA J (J»j ^y L ^ UTy Ll» 

Lly>» l «< »■ *< obi ly I Ufj U j j* I ^y j j 


92 


In the Name of the Almighty 


OFFICE OF THE MINISTER OF FOREIGN AFFAL.3 

Kay 20 , 1 971* 


•lorable Kr. Secretary of States 


v -Mr Excellency’s letter dated May 13, 1979, was reoeived with pleasure. 

! appreciate the congratulations and good wishes that you have expressed 
■n the occasion of my appointment as Minister of Foreign Affairs of the 
I’tovisiorial Government of the Islamic Republic of Iran, and wish to assure 
Y.mr Excellency mutually that the Islamic Republic of Iran is also ready 
r. co-operate in the joint issues and matters of common interest to the 
iw * countries. 

Hi -ink you for informing me of the appointment of Mr* Cutler as the Ambas- 
« dor of the United States of America to Iran, and I hope that as soon fb 
»).<* atmosphere of diplomatic relations between the two countries becomes 
OiV'jrablc he can proceed to Iran and commence his duties. 

: welcome your views on the necessity of full and frank exchange of viowt. , 
other directly or through representatives of the two countries, and in 
. urauit of that idea may I set forth the following point and invite your 
vclal attention to its 

v - . Secretary of State, 

ton st f ste in your letter that your government has no intention to intervene- 
i*i any way in Iran’s internal affairs. I appreciate this explicitness. 
w<*ver, I h:*ve to state that in the view of the provisional govom^.n t 
' the Ii>l . ii: Republic of Iran the resolution dated May 17, 1979 of you- 
mu try';.; S-.ii.te concerning- the penalization of the former regime*.. 

- itninals doc.*; not at all comply with ihe above principle, but ic :• cl -sir 
ih..t.ance of intervention in our country’s internal affairs and, thereby 
•rpelled, the Iranian Government strongly protests a.jainst that line o'* 

-i t.iori and rejolution of the United States Senate. 

! * is a source of surprise for the Iranian people who wonder how it was 
’» it when the past regime was ruthlessly felling down our young people 
United States Senate remained silent and did not seem to feel that 
1 >i. i.'tn rights' were being- violated in Iran, whereas now that the revolution 
triumphed and the criminals - regardless of their religious affilia- 
’ -rin - ere meted the penalty of their deeds, it has raised the cry of 
'■ . u rights violation in Iran and supports those who have committed the 
. t. oh?*s.efjl crimes for more than half a century. 

i : confident that Your Excellency is quite familiar with the that 

u:' t.h< wincipal and continuous objectives 'of the Iranian p»*oplu *£ 

■ lutl o*> to bring to end any sort of intervention by fore i.y -era in 


93 


the lnti-n.uil affairs of their country. Under these conui Hour J i. .r ' 
state with concern that not only does the action taken by yo’.r i 

country'; Sena 1 c not. help to create mutual understanding and a b. ‘.SxC ?J2? 
fruitful co-operation as cited in your letter, but it conpellu the 
Iranian government, under strong pressure from the nation's public 
opinion, to make revisions in its ties with the United States -overri- 
ment in l;..- direction of limiting them, 

I assure Your Excellency that my government is also desirous of 
establishing close ties of friendship and oo-operation with the United 
States of America on the basis of preserving the country's independence 
and national interests and based on mutual respect. But these relatione 
as also pointed out by Your Excellency, must be based on a new foundation 
In the view of my government this foundation is consideration and reaped 
for the feelings and aspirations of the Iranian people and acceptance 
of the realities derived from their heroic revolution, 

I assure you that in the event the new relations between our two counts' 
are founded on the above bases, they will constitute a favorable ground 
for the kinds of oo-operation mentioned in Your Excellency's letter. 

I mutually wish for an opportunity to meet you in the future. 


With regards, 
/ 3 / Ebrahlm Yazdi 


H. Exc. Gyrus Vance 

The Secretary of State of the United States of America 
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i. cr - e .?t;Re t ext) 

VS CMVCESD EMBASSY TOR ITS PREPARATJPHS TO IMPROVE 
■ • 2.-.SSY ST CUR IT Y AW ITS PLANS TO DISPERSE EMBASSY 
""ER RUNNEL TO EXTENT POSSIBLE ON DAY OF SCHEDULED DEMONSTRA- 
T 1 AS. WE ARE NOT SATISFIED, HOWEVER, WITH PGOI’S 
)■ .SROir- TC DATE TO YOUR RE6UEST FOR ADDITIONAL SECURITY. 
THEREFORE WOULD YOU PLEASE SEE PM BAZaRGAN OR FONMIN 

'red: on lucent basis to make following points* 

c. AS IRANIAN GOVERNMENT WILL HAVE NOTICED, THIS ADMINIS- 
TRATION HAS BEEN MAKING A MAXIMUM EFFORT TO IMPROVE 

ATIOUS, RESTORE OUR TIES TO A NORMAL COURSE, AND LIMIT 
T n EXT E NT FO'SIBLE EMOTIONAL OR MISINFORMED- RESPONSES. 

V haVF NO ABILITY TO CONTROL STATEMENTS FROM THE AMERICAN 
Hu. SO OR Ij.S. CONGRESS. 

■=. W : «AVF DONE OUR BEST, HOWEVER, TO PRESENT A FACTUAL 
PICTURE OF EVENTS IN IRAN AW TO DESCRIEE TO ALL INTERESTED 

m-RI CAN PARTIES THE MUTUAL INTERESTS AND CONCERNS WE 
SPARE V’TH IRAN. 

r. WE aRF DISTURBED BY THE PHENOMENON OF INCREASING ANTI- 
AMERXChP.JSM IN IRAN, MUCH OF WHICH SEEMS TO BE BASED ON A 
I'.p’il.tf* MISUNDERSTANDING OF THE ATTITUDE OF THIS ADMINIS- 
that ION. VIC REALIZE THAT THE P801 Faces MANY 
CONSTRAINTS AM) WE APPRE- 

S’ ATE TP.' EFFORTS TO DATE TO DEFUSE THE HIGHLY-CHARGED 

ATMO SPHERE. 


0, WE ARE seriously concerned at prospects that DEMON. 

ST RAT I OHS May THREATEN THE SAFETY OF ; AMERICAN EMBASSY 
PERSONNEL T N TEHRAN. HE WOULD LIKE THE IRANIAN ffOVERNMMT 
TU CONSIDER ADDITIONAL MEASURES 10 PROVIDE PROTECTION I* 

Ti’E EMOTIONALLY-CHARGED CIRCUMSTANCES. ACCORDINGLY', WL 
REQUEST URGENTLY THAT aBECUATE NUMBERS OF EFFECTIVE AND 
DISCIPLINED SECURITY PERSONNEL BE PROVIDED TOyPRSTECT TH? 

African embassy compound a» its personnel. 

F. WE M.so REOUEST THAT STEPS BE TAKEN TO IPR EVENT 
SDH; PULED DEMONSTRATIONS WHICH MAY BEOOME VIOLENT FROM 
1 RKSATENINC THE PR'EBISES Of THE AMERICA*) EMBASSY. ’ 

■. UE WILL, *rFANVHIL'£>, MAKE SAME POINTS TO IRANIAN EMBASSY 
Hff ? E ON AM URGENT BASIS. CHRISTOPHER 
FT 

• , sc- 
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IRANIAN ECONOMIC TRENDS 


A REPORT PREPARED BY THE AMERICAN EMBASSY IN TEHRAN 

JUNE 1979 
SUMMARY 


By mid-1979 Iran's economy was ftill In the main paralyzed as 
a result of the revolutionary turmoil which ushered In the Islamic 
Republic last February. Despite deceiving elements of normalcy, 
such as basic infrastructural services, the level of productive 
economic activity is still less than half that of a year ago. 
Agriculture has been least affected and within the industrial sec- 
tor, food and pharmaceutical industries are near normal operation. 

It is estimated, in the absence of any official economic data or 
estimates, that the real GNP declined some 20 percent in 1357, the 
year ending March 20. Economic recovery is seen as a medium term 
prospect and one determined more by political than aconomic factors. 
Iran's revolutionary leaders inherited an almost moribund economy, 
but also the fortunate factors of high foreign reserves, low pub- 
lic debt, the revenue oil base and long-term potentialities which 
justify moderately ambitious social and economic aspirations. The 
impact of the revolution on foreign commercial interests in Iran 
has been adverse and substantial. The status of most pre-revolu- 
t ionary contracts is still uncertain and buainassmen are advised 
to obtain the latest information before viaiting Iran or navigating 
its still revolutionary waters. 

CURRENT ECONOMIC SITUATION AND TRENDS 

MARCO ECONOMIC SITUATION ; Iran' s post revolution economy remains 
in serious disrepair as of late June. This reflects in great 
part the continuing nature of the revolution, which saw the Monar- 
chial Government overthrown February 11. Iran ia governed by a 
Provisional Government and awaits the seemingly illusive process 
of adopting a new constitution and electing a permanent government. 
The impermanence of government and wide-spread negative expecta- 
tions foster the continuing economic malaise. The Revolutionary 
Government and authorities inherited in February an economy, already 
suffering from diaequilibria, shattered by pre-revolution atrikes 
and concessions to workers. Industry, apart from the generally 
strike-exempt food and pharmaceutical sectors, was virtually mori- 
bund. The construction sector was shut down. Commerce was suffe- 
ring from consumption slackness, oustoms embargoes, and an almost 
bankrupt bank system. The oil sector was barely meeting domestic 
requirements. Agriculture, alone, appeared little affected by the 
traumatic events. But, unlike most revolutionary benchmarks, Iran's 
new leaders inherited a good foreign exchange reserve, low public 
debt and the hard currency revenue earning power of the easily 
resumed oil sector. 
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Non economic tdcto rs have been pre-eminent since the change of gov< 
ment. Typical of most revolutions, priority is given tc the "purif. 
tion process," and economic consequences thereof are subordinated 
revolutionary goals. This "backward looking" phase of the revoluti 
seems not yet complete. Contracts, financial movements and persona 
wealth accumulation are all scrutinized and revolutionary justice ro 
out to those considered guilty. This process has not enhanced the 
tors requisite to economic recovery — the fabric of authority, eff. 
tive decision making, worker discipline and positive expectations, 
the contrary, a majority of Iran's senior governmental and business 
leadership has been removed — imprisoned, executed, voluntarily exi 
or just told to vacate — and with the continuing substantial loss < 
middle level managers, professionals and technicians through emigre 
Iran's economy is suffering from lack of adequate leadership and ex; 
tise, with the concurrent erosion of authority with all its consequi 
ces. Officials, public and business, are reluctant to make decisioi 
and their subordinates, likewise fearing the uncertain consequences 
from action in this continuing revolution, impede the execution of 
programs . 

Many aspects of Iran's post-revolution economy are almost disconcer 
tingly normal. The infrastructural fabric of water, electricity, 
telecommunications, post, petroleum supplies (and record traffic) i< 
essentially sound and supports ones expectations that all else shoui 
likewise be normal. Offices are staffed and banks and most stores i 
open, but the functional level of the economy is still well below n< 
mal, a factor understandable in a revolution, but nonetheless often 
hard to appreciate in the midst of "normal" trappings. In June, a 
senior government official said that Iran's industries were working 
at 40 percent of capacity; 40 percent of "normal" may have been what] 
he meant. He recognized as iinpedinents to economic recovery the sho; 
tage of credit and uncertainties. 


Few economic data are available since September 1978, the beginning 
of revolutionary Lurmoil. The Central Bank's Annual Report, which 
presents the year’s economic data, will not be available before Sep-* 
tember, at least three months late. Our best, educated-guess estima 
of economic performance in 1357, the year which ended March 20, 197 & 
is a GNP in current value of some $70 billion, down 8 percent, ver- 
sus a 17 percent increase in 1356. At this level, per capita GNP 
would be $1,988, off 10 percent. We estimate that in constant 1353 ! 
prices the GNP fell about 20 percent to $44 billion, which compares 
with a 2.8 percent growth in 1356. The fall in GNP was a consequeno 
of the political turmoil which led the country to near economic para 
lysis. Oil production, erratic during the fall, fell to a bare sub- 
sistence level December 26, with exports curtailed until March 5 and 
valued at but $14.8 billion for the year. Value added in the group 
of industrial sectors declined by at least 20 percent, with construe 
tion the most depressed sector. Government expenditures contracted 
to just about the payroll minimum by February. 

Most observers do not anticipate full economic recovery for at least, 
several years, so drastic have been the shock waves of the revolutia 
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The oil sector, now more essential to the economy, is producing at 
an average 4 million B/D, almost 40 percent below the level a year 
ago. But if this level is sustained, production in 1358 will be 
roughly equal lo last year's, In 1978, oil production at 1.9 Bil- 
lion Sbls was down B.3 percent. Revenue, however, will be at least 
40 percent greater, running now at an annual rate around $24 billion. 
Industry, little recovered, and construction considered but 20 per- 
cent of normal, will depress the GNP. Agriculture will probably 
post a negative tiguxe since, apart from even to favorable prospects 
for wheat (5.4 million MT) , soya and dairy, meat, rice and other 
production prospects are down. Fiscal policy is reportedly to be 
expansionary, but by the time the yet embryoric 1354 budget is adop- 
ted, obligated and disbursed, little economic impact will be felt 
this year. Foreign non-oil trade will be but half previous levels, 
with imports not exceeding $9 Billion. Major projects are either 
cancelled or inoperative, awaiting reconfirmation and remobiliza- 
tion. Unemployment continues sb the country's primary economic 
and political issue, and Government leaders have complained con- 
cerning the "Workers' Dictatorship.” Inflationary factors have 
built up and are expected to be unleashed by economic recovery, an 
unfortunate price but hard to avoid. Private investment, down 
slightly in real terms in 1356, is absent and will unlikely occur 
In the private sector given prospects of increasing nationalization 
and other uncertainties. In summary, Iran's economic performance 
in the near-term will be conditioned principally by its political 
environment, Continued uncertainty will impede recovery; restora- 
tion of stability and achievement of a reasonable level of economic 
activity will require substantial government initiative. Fortunately, 
if oil production is maintained at or near a 4 MMB/D level, feasible 
even without foreign technicians in the short term, Iran will not 
face financial resource problems, 

Economic policy is still in a state of ilux. All that was past is 
suspect. Shia Islam apparently is- sufficiently flexible in much of 
the economic area that, apart from an oft-declared tenent of private 
property rights and an equalitarian thrust, policy determination 
would seem more a product of Iran's third world position and per- 
ceived socio-economic needs. The eventual mix of private and public 
sectors in the economy may be quite different from the currently 
increasing public intervention in the economy, which is justified as 
necessary due to the chaotic post-revolution conditions. Numerous 
changes in policy have been noted, witness the nationalization of 
banks June 7 and insurance June 25. Nationalization authority is 
currently pending for the industrial and agricultural sectors. Mini- 
mum tax liability has been raised and the range of government sala- 
ries narrowed. Trade policy seems to favor autarky, the relaxation 
of price controls, reliance on market forces and greater attention ’tb 
the priorities of the rural/agrarian sector. "Show-case" projects 
and sophisticated military systems are out. 

Iran, as we have said previously, has better than average long-term 
prospects. With oil reserves of around 60 billion barrels, the 
world's second largest known gas reserves and a not insignificant 
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minerals sector, its foreign exchange earning potential is capable 
of Supporting a moderately ambitious long-term development progra~ 
Easily overlooked in revolutionary rhetoric is the fact that from 
the overly ambitious, oil-boom spending spree, Iran emerged with a 
much improved infrastructure, higher level of literacy and man- 5 
power skills and per capita consumption capable of supporting a 
larger indigenous industry. Revolutions are seldom efficient, and 
Iran's has cost it dearly in human and physical terms. Its chal- , 
lenges include a population growth of some three percent, still- 
high adult illiteracy, a badly skewed income distribution and 
social factionalism. The country now must find or develop new 
political and even social fabrics and a self-identity that can be 
directed constructively to attain its individual, social welfare 
and economic aspirations. 

FI SCAL DEVELOPMENT ; Iran’s fiscal performance has been abnormal 
since late 1476. Disbursements for major capital projects gene- 
rally ceased and arrearages from 1357 persist. Current expendi- 
tures have continued to be restrained, hardly exceeding payrolling; 
Foreign lending and investment have been negligible for over a 
year and will continue so. Tax collections ceased last fall and 
an amnesty on payments was granted until June 21. Debt financing 
through bonds and foreign credits ceased by October and neither 
are considered short-term revenue prospects. Expenditure restrain 
is credited with minimising the government's 1357 deficit to below 
$3 billion. Government external debt is virtually current, but 
early resolution of payments owed foreign companies is problematic,/ 

A temporary budget for the first quarter of 1358 has expired and 
a permanent budget is, at this writing, pending approval. The 
budget is reportedly rials 2240 Billion ($31.8 BN), with Rls. 800 
BN ($11.3 BN) allocated for capital expenditures and the balance 
for current and miscellaneous activities. These levels are sub- 
stantially below those authorised for 1357, but probably close to 
actual levels of spending in the last two years. Government com- 
pensation features have been trimmed to offset somewhat the sub- 
stantial basic pay increases granted last fall. The chief announ- 
ced tilts in the budget favor agriculture, rural development and 
housing. Decisions are still awaited on the continuation of most 
major projects, but the overall capital allotment appears adequate, 
especially in light of the lag between decision and disbursement. 
The chief issue will be the political capacity to allocate and 
disburse. The learning curve of the new leadership, lengthened 
by the weakened second level manpower support which has been deple- 
ted by; emigration or revolutionary fevor must be taken into account 
in expectations. Another issue will be the ability or will to cle 
up the sizeable arrearages from 1357. A projected $5 bn deficit 
is to be resolved by higher oil revenues and personal (not institu- 
tional) government bond purchases. Receipts from Iran's $7 billion 
external, non-monetary protfolio, should be around $1 billion. 
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The net of revenues from a major tax amneaty program and the results 
from a large increase in personal tax exempt income is hard to cal- 
culate, but non-oil revenues seem destined to be a smaller share of 
the resource pie. 

MONETARY AND P R ICE DEVELOPMENT i Iran's banking system was reaso- 
nably operational at this writing. The health of banks was uneven 
prior to the June 7 nationalization with about 15 banks highly 
liquid and about six deposit banks in substantial foreign arrearages. 
Banks reopened after the revolution on a regular basis but with 
erratic service; the foreign exchange market has been particularly 
chaotic, with Central Bank regulations changed almost completely 
May 5 and revised often since. Bank management, as elsewhere in the 
economy, was shattered, with about two-thirds changed. Revolutio- 
nary Committees often controlled even the most routine transactions. 
An amnesty on payment of commercial instruments was granted through 
June 21, at which time all except penalty fees and interest would be 
due. With bank nationalization, there came an almost complete change 
of management in the private and mixed capital banks. It is antici- 
pated that with the government now liable for all claims on the ban- 
king system, the problem of weak banks as well as the reluctance of 
most banks to extend credit will be resolved. Continuing postpone- 
ment of domestic and private debt repayment to banks is expected; 
most banks, on the other hand, are current on their domestic and 
foreign debt. U.S. banks, with direct outstandings in Iran of about 
$3 billion early 1979, are slowly reducing their exposure. As in 
the case of other foreign banks, they are booking little new debt. 

The issue of compensation of foreign as well as Iranian private bank 
shareholders has yet to be determined, but the Provisional Govern- 
ment has espoused the compensation principle. 

official monetary data are not available since October 1978, but 
liquidity (M2) is thought to have increased by £ive percent from 
September 21 to February 19, with notes in circulation up 103 per- 
cent and savings and term deposits down 20 percent. Thus, the dec- 
line in velocity of money offset almost entirely the large note 
issue activity which was required to sustain banks during the period 
of heavy withdrawals. Notes in circulation of March 20, were Rials 
912 billion, compared with Rls. 450 billion September 22. The Cen- 
tral Bank has not yet reinstated the reserve requirements reduced 
last October and banks are not required to purchase government bonds. 
Liquid banks have been enrolled in the Government's program of cre- 
dits for economic recovery, which were made available, in May to 
industry, agriculture, bousing and various state-owned companies, 
interest rates or "fees" are six percent or less. The Central Bank 
is concentrating on bank recovery and hat not yet' adopted a mone- 
tary budget. It does seek, however, a negative note issue for 1358, 
which would be aided by Rial repatriation. Iran appears to face no 
short-term difficulties on its external accounts. Preliminary 
eleven month balance of payments data suggest a 1357 basic foreign 
exchange account balance in balance to slight surplus. Official 
foreign exchange in mid-June, after some three months with virtually 
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no oil receipts, were a little over $10 billion. Assuming payments 
in 1358 at $13 billion, off over*40 percent, and oil exports (crude 
and product) averaging 3.4 MMB/D, Iran's current surplus could reach 
$10 billion, with end-year reserves of over $20 billion. Such a pros- 
pect may tempt Iran to repay high cost foreign debt, enjoy a cushion 
until the level of economic need is restored, reduce the earnings 1 
rate or escalate expenditures. There is debate concerning the exchange 
rate policy, with arguments pro and con on devaluation and revaluation. 
The Central Bank has a two tier rate, with officially sanctioned 
exchange needs sold at Rials 70.60 to the Dollar with other exchange 
purchases sanctioned at Rials 79.00. Non-oil export earnings benefit 
from the higher Rials 77.50 selling rate. 

TRADE DEVELOPMENTS : Iran's trade fell substantially in 1978 and is 
expected to be off some 40 percent from that level in 1979. The most 
recent Iranian trade data are through December 1977. Preliminary 
data for the first seven months of 1357 (through October 22) reveal 
non-military imports of $$4157 million, or an annual rate of $14 
billion. We doubt, due to the customs and other strikes, that such 
imports exceeded $11-1* bn in 1357, with total merchandise payments 
around $14.5-15.0 billion, versus $18 billion in 1356. Non-oil/gas 
exports probably did not exceed $350 million in 1357. Receipts from 
oil exports should reach $21 billion in 1358 if production continues 
at the 4 million B/D rate. Non-oil/gas exports, dependent largely 
upon the presently crippled industrial and mining sector, should be 
off half. The 1358 import regulations reflect not only Islamic pro- 
hibitions but a more autarkic philosophy. For example, vehicle 
imports are prohibited. 

Conditions at the ports after the revolution were chaotic due to 
the prolonged strikes. Despite subsequent preoccupations with poli- 
tical and management issues, operations slowly resumed and Iran- 
destined goods off-loaded in the Gulf during the strikes were deli- 
vered. Then ethnic/political problems in Khorramshahr resulted in 
the closing of that port in May. Fortunately, almost all of Iran's 
food imports, which in turn account for most current import activity, 
enter through other, calm ports. Imports in customs' holding areas, 
abandoned or benefitting from a warehouse-cost amnesty, are sizeable 
and becoming a problem. Lack of liquidy, again, is a major impedi- 
ment to resolving this problem. Financial terms for trade are new. 

Most exporters to Iran desire a confirmed Letter of Credit and most 
Iranian banks have in turn asked for a 100 percent prior deposit. 

It is too early to see whether this obstacle will lessen due to bank's 
nationalization. Iranian exporters must agree in advance to sell 
foreign exchange proceeds to the banking system. 

INFLATION ISSUE : It appears that Iran will have to pay the price of 
high inflation as a cost of economic recovery. Its rate of inflation 
was braked in 1978 due principally to a slowing of the economy and 
policies which affected real estate prices. The wholesale and consu- 
mer price indexes moved an average 9.4 and 9.7 percent in 1357, con- 
siderable declines from the double digit previous rates. Unfortunately, 
the coefficients of these indexes were virtually inapplicable during 
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the last halt of 1357 due to the changed expenditure patterns 
caused by the economic paralysis and uncertainties. Thus, we 
consider more likely 1357 inflation rates of 15 and 11 percent 
CPI and HPI, with a GNP implicit deflator of 12. A recent exami- 
nation of current price movements suggest an annual consumer price 
inflation rate of 15-17 percent. Real estate prices and rents have 
declined, utilities are down slightly while transport and clothing 
costs are up somewhat. Food costs, apart from the generally sub- 
sidized staples, push the index up. Fruit, meats and vegetables 
suffer periodic shortages and prices in some items will run two 
to ffVe times a year ago. Overall, food costs are up some 30 per- 
cent in the last six to nine months. Spare vehicle and machinery 
parts, plastics and industrial chemicals are in short supply. The 
Government's price policy is not yet determined. Food subsidies 
apparently will generally continue. The wage increases of last 
fall, shortages, pent-up demand due mainly to political factors, 
decreased productivity and the prospect of increased Government 
spending and consequent lessening of unemployment together sup- 
port a prospect of high, over 30 percent, inflation in the near 
future. Essentially, a moderate price movement in the near-term 
would be a consequence of economic inactivity, low demand; higher 
inflation rates will be an unavoidable price of near-term economic 
recovery or stagflation will develop over the longer term. 

LABOR CONDITIONS ; Unemployment is perhaps Iran’s greatest eco- 
nomic and political problem. It's magnitude iB disguised by the 
present policy of voluntary or involuntary employment at previous 
levels regardless of need. Few reportedly are participating in 
the Government's Unemployment Loan Program, financed at Rials 10 
billion a month. Nonetheless, many wonder when the cushions of 
personal savings and societal relief will run out for the several 
million unemployed and millions more underemployed. These are 
found particularly in the depressed construction and transport 
sectors, with slacxness in industry and private services also con- 
tributing tc the problem. The costs of compensation for little 
or no work will eventually have to be paid by the economy. A 
familiar situation is a factory with virtually the same complement 
of employees as a year ago, but producing 20-30 percent of nor- 
mal and paying higher wages. In commerce, employers maintain 
staffs out of their pockets, awaiting an upturn in business. 
Government bureaucracy, like private, is still pre-occupied with 
political and organizational concerns. Ironically, Iran's new 
nascent labor movement, having successfully flexed Its muscles 
during the politically motivated strikes last fall, faces a depressed 
economy and urgings irom the revolutionary leadership to foresake 
material goods and sacrifice for the revolution. Indeed, even the 
off-frustrated formal Government recently established a special force 
to regulate labor and put down worker Interference in operations. 

The Government's fiscal program is said to include employment crea- 
tion in the rural areas which it hopes will induce migration. from 
the urban centers. 
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the ENVIRONMENT : Iran's political and economic environment is 
still revolut tonary at this June writing. The populace awaits 
certain specific and other, nebulous developments essential to 
a perception of security and motivation to work and resume nor- 
mal economic risks. Amnesty of political prisoners and others 
considered suspect is seen by many as a requisite to clear the 
atmosphere of tear and uncertainty. Likewise, adoption of a 
new constitution and election of a permanent government with 
general public acceptance is seen as necessary to reducing the 
political malaise and negative expectations. Establishment of 
an adequate and just security and judical system is also sought. 

The diffusion of authority among governmental and revolutionary 
fabrics persists. Westerners, as well as western trained Ira- 
nians, often feel the effects of the revolution's judgement 
against western influence and presence. While physical danger 
has lessened, the atmosphere can be inhospitable. 

IMPLICATIONS FOR THE UNITED STATES 

The economic impact of Iran's prolonged paralysis and revolution 
on its foreign suppliers of goods and services has been signifi- 
cant and will be felt for some time. Foreign exports to Iran 
fell dramatically from late 1978 and orders in the pipeline are 
almost exclusively food, pharmaceuticals, paper products and 
spares. U . S „ non-military exports, which increased in 1978 by 
$1 billion to $3.7 billion were but $245 million the first quar- 
ter of 1979, off 72 percent. U.S. export potential remains good 
in agricultural commodities and such shipments have resumed at 
normal levels. Investment prospects are, of course, uncertain 
and U.S. joint ventures in many cases are anxiously awaiting word 
on their future. Some, as is the case in the minimally affected 
food and drug industries, report a brighter situation. 

Many Iranian Government contracts with foreign firms have been 
cancelled, few have been reconfirmed and a good number remain 
in suspense. One calculation of the value of cancelled civilian 
contracts with foreign firms is $38 billion. The value of can- 
celled military-related contracts with the United States is at 
least $15 billion, apart from many related services. To the extent 
that these sales are not redirected, the loss to the U.S. economy 
must include the multiplier effect and loss of U.S. employment. 

Among major civilian contracts declared or considered "dead" are 
the aromatics plant at Abadan, Kalingas LNG, the two French 900 MW 
nuclear power plants, the Tehran/Khorramshahr/Bandar Khomeini (Ex- 
Shahpour) railroad electrification and Tehran's Center City Deve- 
lopment "Shahestan". Projects presently considered unlikely to be 
continued or, if so in a highly modified form or not with foreign 
contractors, include Tehran's International Airport, the Qom- 
Bandar Khomeini Highway and Tehran-Tabriz railroad electrification. 
In the undecided but unlikely column are the IGAT II gas pipeline, 
the two German 1200 MW nuclear power plants (over two-thirds com- 
pleted), the Italian steel mill at Bandar Abbas, and Tehran^s Metro 
subway. Projects to be continued include the Iran- Japan Petro Chemi- 
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cal complex, the Sarcheshmeh copper complex, gas recovery/ rein- 
jection in Khuzestan (though modified) and, also in modified form, 
the telecommunications projects. Businessmen are urged to contact 
the Departments of Commerce and State to obtain the most current 
information concerning specific projects as well as general econo- 
mic conditions in Iran. 

Host foreign firms having outstanding contracts or joint ventures 
in Iran have resumed contact with their Iranian colleagues since 
the revolution. Many believed that had they not returned — 
and some did not interrupt their presence — it would have indi- 
cated to the Iranian agency something between disinterest and 
culpability for past actions in Iran. The results of renewed con- 
tract have differed greatly, but on the whole the foreign business- 
men see their visits justified even if all issues were not settled. 
In many instances the foreign businessman has found that the govern 
ment was not yet able to obtain a decision on a given contact. 
Public agencies, in cases where renogotiation has occurred, appear 
in general to seek downward modifications in contracts, a decrease 
in unit labor costs, lower expatriate presence and a waiver by the 
foreign firm of demobilization/remobilization and other costs 
relating to the revolution. Thus, even when a contract receives 
a "Go-ahead 11 , the foreign firm, in most cases reluctant to resume 
work until arrearages are cleared up, faces some difficult public 
policies. Iran's formerly large foreign population is reduced to 
a few thousand legally documented workers. The former U.S. popu- 
lation of at least 45,500 is down to several hundred, excluding 
permanent resident dual nationals. A new and highly restrictive 
foreign work permit policy seeks to maximize employment of Iranians 
but will make difficult the resumption of old or execution of new 
contracts. 

The Embassy continues to provide current guidance on travel to Iran 
either in response to direct queries or through Washington agencies 
While many U.S. businessmen have continued their work or returned 
permanently or periodically without incident, there have been nume- 
rous instances in which businessmen have been detained, restrained 
from leaving Iran or subjected to varying forms of employee harass- 
ment. The Embassy's Security Advisory late June continues to recog- 
nize its inability to afford normal protection to American lives 
and property. Business travel for specific objectives, other than 
general commercial promotion, may be warranted, but visitors are 
urged to obtain a current assessment before initiating travel and 
to maintain contact with the Embassy while in Iran. 
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2. ACTING DCONCGUNS OBTAINED JUNE 12 FROM DR. REZA 
SAL1MI, ACTING PRESIDENT OF THE ORGANIZATION FOR 
INVESTMENT AND ECONOMIC AND TECHNICAL ASSISTANCE OF IRAN 
(OIETA ) , (LOCATED IN AND SUBORDINATE TO TEE MINISTRY OF 
ECONOMIC AFFAIX.S AND FINANCE), SUMMARY INFORMATION CON- 
CERNING THE STATUS AND POLICIES OF THE PGOI'S FOREIGN 
ASSISTANCE ANI INVESTMENTS, REVENUES AN! EXTERNAL DEBT 
SERVICE. A LISTIN'! OF IRAN'S CUMULATIVE (GROSS) 

FOREIGN GRANTS, OREL ITS AND INVESTMENT BY THE OIETA, 
ACTIONS CAREFULLY GUARDED BY THE PREVIOUS GOVERNMENT, 

WAS CARRIED IN 1HE TEHRAN PRESS MARCH 29, HAVING BEEN 
RELEASED BY SOME WORJERS OF THE OIETA. A SENIOR OIETA 
OFFICIAL MAINTAINS THAT IT CONTAINED SOME ERROR. WE HAVE 
BEEN PROMISED A CORRECTED DETAILING AND WILL SUBMIT IT 
WHEN AVAILABLE . IN THE MEANTIME , THE PUBLISHED LISTS' 
AGGREGATES WILL SERVE AS A GENERAL INDICATION OF THZ 
MAGNITUDES INVOLVED: IRANIS - 5126, 050. 153) CREDITS - 
$7 ,960 ,523,445 AND INVESTMENTS $3S4 MILLION. 


3. FOREIGN ASSISTANCE: THE FOREIGN ASSISTANCE BUDGET 
FOR THE CURRENT 135R YEAR, WHICH BEGAN MARCH 21, IS NOT 
YET FORMULATED, ACCORDING TO DR. SALIMI . THE ONLY 
DISBURSEMENT SINCE 13E FEB .12 REVOLUTION HAS 'ZEN :0 
THE OPEC FUND. 5E SAID HE HOPED COMMITMENTS COULD 3T 
MET. HIS COMMENTS ON SPECIFIC COUNTRY PROGRAMS, T30UGH 
SXE 
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i^T, FOLLOW: 

ISTAN - NO DISBURSEMENTS SINCE IBAN'S REVOLUTION. 
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■ COMMENTS GIVEN CURRENT BILATERAL FRICTION, WE DO NOT 

- EXPECT MUCH IRANINA LARGESS . 

EGYPT DESPITE THE EARLY MARCH PJOI ANNOUNCEMENT OF 

- SUSPENSION OF FURTHER AID, SALIMI REFERRED TO PENDING 

- PROGRAMS THROUGH THE JOINT INVESTMENT COMPANIES IN A 

- WAY TO INDICATE THAT TEE! 'WERE ALIVE. 

SENEGAL - THE PROGRAMS, TERMED "NEVER PROVEN VIA3LF" 

- ARE DEAD. 


INDIA - DISBURSEMENTS AGAINST THE '{UDREMUIH IRON PROJECT, 

- WHICH HAVE BEEN VIRTUALLY COMPLETE! , REMAIN SUSPENDED 

- DUE TO PERFORMANCE DISFUTES . 

OPEC FUND - DR. SALIMI SAID THAT IRAN RECENTLY REFUSED 

- TO RESPOND TO A FINANCIAL CALL AN.t RAISED WITH THE 

- FUND ITS CONTENTION THAT IRAN'S QUOTA DOES NOT 

- PROPERLY REFLECT ITS OIL PRODUCTION RELATIVE TO OTHER 

- MEMBERS. THE PARTICULAR REFERENCE WAS TO SAUDI ARA3IA . 

- SALIMI SAID THAT IRAN'S COMMITMENT OF $423 MILLION 

- (INCLUDED $ 120 MILLION FOR IFAD) COMPARES WITH i*-15 

- MILLION BY SAUDI ARABIA. A MUCH LAAGER OIL PRODUCER 

- AND CONSIDERABLY SETTER OFF. HE SAID THAT DISBURSE- 

- MENT BY IRAN 10 THE FUND THUS FAR EXCEED $22)0 MILLION. 

i. FOREIGN INVESTMENT: DR. SALIMI SAID THAT THE 
REVOLUTIONARY- GOVERNMENT'S POLICY OF FOREIGN INVESTMENT 
IS STILL UNDER STUDY, BUT IN THE MEANWHILE THERE ARE NO 
PLANS TC DISINVEST. HE ACKNOWLEDGED CONSIDERABLE 
CRITICISM CONCERNING THE PREVIOUS GOVERNMENT'S FOREIGN 
INVESTMENT. THE FACT THAT IN SUBSEQUENT DAYS THE PRESS 
PLAYED PROMINENTLY THE TRAVEL OF MINISTER OF INDUSTRY 
AND MINES TO ATTEND A BOARD MEETING TO XRUP? RATHER SUG- 
GESTS AN UNDERSTANDABLE IRANIAN PRIDE IN SUCH FOREIGN 
INVESTMENTS. 

5. REVENUES FROM THE OIETA PORTFOLIO: DR. ASHRAFI , 

SALIMI 'S PREDECESSOR, ESTIMATED TEAT INTEREST .AND 
PRINCIPAL RECEIPTS BY IRAN FROM THIS PORTFOLIO CF FOREIGN. 

ASSETS WOULD REACH $1.2 BILLION IN THE CURRENT IRANIAN 
TEAR. WHEN EMBOFF MENTIONED THIS ESTIMATE, WITHOUT 
ATTRIBUTION , TO SALIMI, HE SAID IT SOUNDED HIGH, BUT HE 
THEN ADMITTED TEAT IN HIS NEWNESS TO THE POSITION HE 
REALLY HAD NOT ASSESSED THE ISSUE. TWO PRINCIPAL REPAY- 
MENTS, $402 MILLION FROM THE LONDON WATER BOARD AND AN 
BT 
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ACCELERATED REPAYMENT OP $320 MILLION FROM THE BANE OF 
FRANCE, ALONE V.ILL BRING IN $720 MILLION; INTEREST AND 
OTHER PRINCIPAL SHOULD PUSE THE REVENUES TO OR OVER 
ONE BILLION DOLLARS. DELINQUENCIES TO T A m F IN IRAN'S 
FOREIGN ASSISTANCE PROGRAM ARE THOSE PREVIOUSLY REPORTED: 
EGYPT, SUDAN AMD PASISTAM. EGYPT'S DEBT WAS RESCHEDULED 
LONG AGO. s’E HAVE NO DETAILS CONCERNING SUDAN AND 
PAKISTAN S DELINQUENCY RUBLES ALONG WITHOUT ANY FORMAL 
RESCHEDULING . REVENUE DATA FROM 1 THE INVESTMENT PORFOLIO 
CONTINUE TO BE UNAVAILABLE. • 

6. DEBT SERVICE BY IRAN: THE OIETA IS .RESPONSIBLE 

FOR SERVICING OF IRAN'S PUBLIC DEBT (DIRECT AND. IF NEED 
BE, GUARANTEED) AS WELL FOP. APPROVING '.LL FOREIGN DEB t 
OB GOVERNMENT AGENCIES. IN THE AITERMaTH OF THE 
REVOLUTION, WHICH WAS PRECEDED BT CRIPPLING BAGS AND 
„ PUBLIC SECTOR STRKES , THE OISTA WAS UNDER GREAT PRESSURE 
CTO EXPLAIN LATE PAYMENTS AMD TO 1A :E GOOD ON DEBT 

7 THE MEAF HAD GUARANTEED. IN SOME OF THE LATTER CASVS, 
t THE OIETA DEFERRED ON PAYMENT AS GUARANTOR UNTII A 

s REASONABLE EFFORT COULD 35 MADE TO } -’T TB ? PRIMARY 
| OBLIGOR TO PAY. r -R. SALIM, I SAID THAT THE PUBLIC 
| SECTOR IS ALMOST CURRENT ON EXTERNAL BE?? SERVICE. 

1 EXCEPTIONS ARE: THE INDUSTRIAL CREDIT BA. NX, 'HOSE D'-iS 
f IS NCT GUARANTEED BY THE MEAF, AND IRAN T.RACTOS COMPANY, 

I A SUBSIDIARY OF IDRO, BUT NOT GUARANTEED. DR. SALIMI 
I COMPLAINED ABOUT THE LATE PAYMM PENALTIES BY THE 

8 USG (EXIMBAiJ ', E'*’ AL) AND ASiED IF, IN. CONSIDERATION 
3.0 F THE .DIFFICULTIES IRAN HAD' BEEN THROUGH, WHICH WERE 
•NOT FINANCIAL, THE USG COULD NOT FORGIVt THESE AMOUNTS. 

:HE SAID THAT the OIETA HAD PAID SEVERAL PENALTIES BEFORE 
THE MATTER WAS NOTICED AND THAT NOW THE MEAF IS DECLINING, 
CLAIMING FORCE MAJEURE. E.CBOFF SAID HE UNDERSTOOD THE 
CONCERN, BUT OBSERVED THAT THE P30I MAS TRYING TO H» VE- 
IT BOTH WAYS. GOVERNMENT AGENCIES WERE REJECTING FORCE 
MAJJURE CLAIMS BY FOREIGN CONTRACTORS CONCERNING WORM 
NOT 'ACCOMPLISHED DURING THE REVOLUTION. EMBOFF ISCED 
THE MAGNITULE CF THE PENALTIES AND IF THEY WERE MOSTLY 
FROM THE USG. HE ESTIMATED THAT THEY AGGREGATE TO 
OVER $1 MILLION AMD TEAT ALMOST ALL WAS FROM THE USG. 
EMBOFF EXPLAINED THAT THE USG HAS LITTLE LATITUDE IN 
THE MATTER OF DEBT COLLECTION, TO WHICH SALIMI SAID 
THAT IF THE USG PRESSES, HE WILL HAVE TO SEED THE 
NECESSARY FUNDS FROM THE ECONOMIC COUNCIL. NAAS 
BT 
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QU- G- 
Po<~ 

fir 


SUBJECT! AMIR-ENTEZAM STATEMENT 


1. (C) ENTIRE TEXT. 


2 . WHEN YOU SEE YAZDI OR AMIR-ENTEZAM, PLEASE CONVEY OUR 
APPRECIATION FOR THE LATTER’S HELPFUL TV STATEMENT ON U.S.- 
IRANIAN RELATIONS. WE HOPE THAT WE CAN CONTINUE TO COOL 
THE RHETORIC and BEGIN TO MAKE SOME REAL PROGRESS ON THE 
THORNY PROBLEMS IN OUR RELATIONSHIP. 


3. IF THE ASSIGNMENT OF AN AMBASSADOR IS RAISED PLEASE 
OISCOURAGE SPECULATION ON TIMING OF ANY ANNOUNCEMENT. AS 
YOU KNOW, THERE IS STILL STRONG FEELING HERE OVER 
IRANIAN-RE JECT ION OF AMBASSADOR CUTLER AND IT MAY BE SOME 
TIME BEFORE-SENATE WOULD BE RECEPTIVE TO ANOTHER NOMINATION. 
CHRISTOPHER 
BT 
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P 292009Z JUN 79 ■ 

FM SECSTATE WASHDC 

TO AMEMBASSY TEHRAN PRIORITY 3232 

BT 

SECRET STATE 168047 

E.O. 18065 GDS 6/29/85 (PRECHT, HENRY) 

TAGS: RINR, IR 

SUBJECT: REPORTING SUBJECTS 

REF: TEHRAN 6605 

1. (SECRET - ENTIRE TEXT) 

2. FOLLOWING IS TEXT OF REF B REQUESTED IN REF TEL . REF 
CABLE POUCHED JUNE 28. 

, AS YOU REQUESTED AND AS OPPORTUNITIES DEVELOP IN THE 
WEEKS AHEAD, HERE ARE SOME OF THE TOPICS ON WHICH WE 
COULD USE ADDITIONAL OR COUNTINUING INFORMATION: 

1. POLITICAL RELATIONSHIPS WITHIN THE REVOLUTIONARY 
LEADERSHIP. 

, A) WHO ARE POTENT FIGURES WITH AND WITHOUT OFFICIAL 
POSITIONS? WHOM SHOULD WE WATCH AS COMERS? NEED BIOS. 

"B) WHAT ARE THE POLITICAL ALLIANCES AND STRENGTHS OF AM 
ENTEZAM AND SABAGHIAN? WE KNOW RELATIVELY LITTLE OF 
EITHER. 

C) WHERE DOES YAZDI STAND IN THE HIERARCHY AFTER HIS 
SHIFT TO MFA? DID HE GAIN OR LOSE POWER? HO; HAVE MFA 
PERSONNEL REACTED TO HIM AND ARE THERE ANY PREDICTABLE 
AFFECTS ON POLICY? 

'2. WHAT IS THE PO’ULAR IMPRESSION OF BAZARGAN? . HOW IS 
HE REGARDED BY VARIOUS KEY GROUPS? DOES HE HAVE ANY 
RIVALS? 

'3. VIE DO NOT HAVE A VERY GOOD FIX ON TALEGHANI , HIS 
ENTOURACE AND LINKS TO OTHERS IN THE RELIGIOUS AND 
SECULAR ESTABLISHMENTS. 
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/4 . WE NEED SOME FAIRLY SYSTEMATIC APPROACH TO THE DEPIC- 
TION OF TRENDS, INCLUDING A DESIGNATION OF SOECIFIC POLI- 
TICAL AND ECONOMIC AREAS TO WATCH AND PESIODID REPORTING. 
SEVERAL CATEGORIES WERE MENTIONED IN OUR EARLIER CABLE. 

'5. HOW IS THE US PERCEIVED? WHAT ACTIONS OR INACTIONS 
SINCE MID-FEBRUARY HAVE HELPED OR HURT US? WHAT COULD WE 
DO BETTER? 

. 6 . REPORTS OF MILITARY CONVERSATIONS ARE MOST HELPFUL. 

(■' ROM TIME TO TIME IT WOULD BE USEFUL TO SUMMARIZE, DEPIC- 
TING TRENDS, FOR EACH OF THE SERVICES. POLICE AND 
GENDARMERIE INFO ALSO VALUABLE. 

7. WE APPRECIATE EXTREMELY VALUABLE ECON REPORTING. E 
COULD USE (AS PART OF NO, 4 A30VE) REGULAR COVERAGE OF 
MARKET BASKET PRICES AND SHORTAGES, EMPLOYMENT, GRIPES. 

HOW ARE THE UNEMPLOYED MAKING ENDS MEET? 

8. WHAT ARE THE ACTIVITIES, STRENGTHS, PLANS OF LIBERAL 
DEMOCRATS (MATIN-DAFTARY), NATIONAL FRONT (SANJABI) LEFT 
GUERRILLAS (FADEYEEN) , VARIOUS MUJAHEDIN GROUPS, PRO- 
SHAH ELEMENTS? 

'9. HOW FARE THE PROVINCES, PANTICULARY HARVEST, FOOD 
AVAILABILITY? 

'10. WHAT IS STATUS OF EFORTS TO CLOSE DOWN, SELL OFF OR 
SHIP OUT MILITARY FACILITARIES AND EQUIPMENT? 

r 11 - WHAT CAN YOU GATHER OF PERCEPTIONS OF KEY EMBASSIES? 
WHAT ARE THE SOVIETS UP TO? 

'12. WHAT IS THE SITUATION WITH THE UNIVERSITIES, NIRT, 
OTHER MEDIA? 

13. STATUS OF PLANNING FOR THE CONSTITUTION AND ELECT- 
IONS. 

'14. WHAT HAVE PGOI/KHOMEINI DONE ON AMNESTY FOR 
MILITARY POLICE, OTHERS? 

'15. AND, IN BETWEEN, DON'T FORGET TO PLAN THE FOURTH OF 
JULY PAOTY. CHRISTOPHER 

BT 
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*> DACS-UN! 0T-63J PAI-LITT! 1CDC/1CJ-4/7, J-5-J-2 


SUDJI IRANIAN CONSTITUTION (W) 

r 

1. (0) 111 TIHBAN TIH1S, BICINTLY IN A S11IIS OT 1BT0ITS, 

TORLISHIS ITS TBANSLATION OT Til D1ATT OT Til I1ANIAN 
r* CONSTITUTION." TB1 IIP01TS TUBTHI1 STATED THAT 111 
HIN1STSI OT STAY1, TADOLLAH SABAH B1B„C0NT11N1B T1I5 
TBANSLATION AS ^SUBSTANTIALLY C0111CT. TH1 11AFT CON- 
r TAINS 151 AHTICLIS 1NCOHTASSINO ALL TAC1TS IT WHICH TRI 
NEW ISLAMIC BITUBLIC WILL 11 C0V11N11, IT ATT10T1D ■ THIS 
HISSAG1 CONTAINS A STNOTIS OT AHTICLIS, WHICH HllCni 
r OR INDIB1CTLT, WOULD ATT1CT TH1 IRANIAN ABHI1 T0BC1S AN1 
D1TENSI POLCIIS • 

r —A. ARTICLE 6 - CENSOHSHI? WILL ONLT 11 IHT0S11 IN 
TIME OT WAR. 


f 

r 

r 

n 
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— 1. ARICLE 76 - TBE TR1SIDINT HAS TO 11 OT I1ANIAN 01ISIN 
AND HAS TO 11 AN IRANIAN CITIE1N. 

— C. AIT I C LI 82 - "TH1 TBISIDINT'S OATH," INTI1 ALIA, 
R1QUIRM TRI TRISID1NT TO US1 ALL IIS TONHtS TO 0UA11 
TBE T1R1IT01IAL INTEOIITT OT TBI COON TIT. 


— 1. ARTICLE 93 - THE IBIS HINT IS TH1 SUT11HI COM- 
HAND1B OT Til COUNTBT'S HILITA1T T0BC1S. Til CHI1T OT 
STATT OT Til ISLAMIC BITUILIC'S A1H11 T01CIS WILL 11 
SELECTED AT THE SUGGISTION OT TBI CABINET NINIST11S 
AND ATT10T1B IT TBI T1ISIBINT. 


--I. ABTICLI 94 - INDORSEMENT OT llAN'S TACTS WITH 
OTHH C0UNT1IM AND I NT II NATIONAL T11ATIM, IS THE 
RESPONSIBILITY OT THI P1MIDINT, IOLLOWINO PABIIAMINTAIT 
APP10TAL OT SUCH TACTS AND TB1ATIH • 


— T. ARTICLE 95 - D1CL A1AT ION OT NAB. TBUC1 AND Til 
MAKING OT P1ACI IS A POWER OT THI T1MIB1NT HOLLOW I NO 
APPROYAL BY THI PARLIAMENT . IN CASU OT 1HB101NCT , 
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THE PRES I SENT CAN. MAKE SUCH DECLARATIONS FOLLOWING CON- 
SDLTATION WITH THE MEMBERS Of THE CABINET. 

— G. ARTICLE 1*3 - CONDUCTING THE ATTAIRS Of THE COUNTRY 
' AND RESPONSIBILITY FOR ALL CITIL ANB MILITARY ORGANIZA- 
TIONS UTS VITH THE COUNCIL Of MINISTERS. 

<“ — H. ARTICLE 121 - THE ARMED FORCES Of THE ISLAMIC 

REPUBLIC Of IRAN ARE RESPONSIBLE FOR THE COUNTRY'S 
INDEPENDENCE AND TERRITORIAL INTEGRITY. 
r 

—I. ARTICLE 122 - NO fOREIGN SOLDIER OR OFFICER IS AL- 
LOWED TO SERVE IN THE IRANIAN ARMEB FORCES. THE STAY 
^ OF FOREIGN ARMED FORCES IN THE COUNTRY OR THEIR PASSAGE 
THROUGH THE COUNTRY WILL ONLY BE ALLOWED WHEN IN THE 
INTEREST OF THE COUNTRY, AND WITH THE APPROVAL OF 3/4 
r- OP THE WHOLE PARLIAMENT. 

— J. ARTICLE 123 - THE ANNUAL MILITARY BUDGET WILL HAVE 
P TO BE APPROVED BY THE PARLIAMENT. EXPENSES FOR BUYING 
WEAPONS AND THE REASONS FOR HAVING TO PURCHASE THBM 
WILL HAVE TO BE MADE CLEAR IN THE MILITARY BUDGET. 

P 

— E. ARTTICLE 123 - ESTABLISHMENT OF ANT KIND OF FOREIGN 
BASE IN IRAN, EVEN FOR PEACEFUL PURPOSES IS STRICTLY 
P FORBIDDEN. 

— L. ARTICLE 13S - MILITARY TRIBUNALS ARB TO BE SET 
P UP TO CONSIDER VIOLATIONS OF SPECIFIC MILITARY DUTIES 
AND RESPONSIBILITIES. THE CONSIDERATION OF OBNERAL 
OFFENSES ALLEGEDLY COMMITTEE BY MILITARY POLICE PBR- 
* SONNEL IS THE DUTY OF GENERAL COURTS OF JUSTICE. 

— M. ARTTICLE 142 - TO PROTECT ANB GUARD THE CONSTITUTION, 

AND TO INSURE THE CONFORMITY OF OTHER UWS WITH IT, A 
m COUNCIL TO PROTECT THE CONSTITUTION WILL BE SET UP WITH 
THE FOLLOWING COMPOSITION! 

P 1. FIVE RELIGIOUS LEASERS WHO ARB AWARE OF THE 

REQUIREMENTS OF CONTEMPORARY TIMES. THE PARLIAMENT WILL 
BT 
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CHOOSE THESE EITE PERSONS THOM i LIST OT VELL'INOVN 
RELIGIOUS LIOIIS . 


2. SII EIPERTS IN JUDICIAL MATTERS S THREE OE WHOM 

WILL IE LEW PROFESSORS AT THE COUNTRY'S COLLEGES OT LAV, 
AN® THE OTHER THREE JUDGES OT THE COUNTRY'S SUPREME 
COURT WHO WILL BE ELECTE® BY PARLIAMENT. 

2. (C/NT) COMMENT! IT THE ABOTB CONSTITUTION IS 
RATIFIES, THE PRESIDENT WILL HEAD THE IRANIAN MILITARY 
FORCES AS THE SUPREME COMMANDER (ARTICLE - 98). IT 
APPEARS THAT THE CHIEF OT STAFF WILL BE EQUITALBNT TO 
OUR CHAIRMAN OT THE JOINT CHIEFS OT STAFF. IT THE 
PRESIDENT IS ALSO HEAD OT THE ISLAMIC RELIGION (THE 
OFFICIAL FAITH, JAFTARI SHIAISM), AS WOULD BE IN THE 
CASE OF KHOMEINI BECOMING PRESIDENT, HE WOULD BE IN AN 
ESPECIALLY POWERFUL POSITION YIS-A-YIS THE MILITARY. 

THIS ALMOST TOTALITARIAN SITUATION COULD EMERGE BECAUSE 
IT CAN BE ASSUMED THAT THE LEADER (HEAD OR CHIET 
AYATOLLAH) OT THE FITE RELIGIOUS LEADERS ENTRUSTED TO 
GUARD THE CONSTITUTION (ARTICLE - 142) COULB WELL BE 
KHOMEINI. SHOULD A LAYMAN BE ELECTED PRESIDENT, THE 
RELIGIOUS LEADERSHIP WILL STILL BE A PROMINENT FACTOR 
IN DECISION MACING. STRATEGICALLY, THE FORBIDDING OF ANT 
FOREIGN BASES ON IRANIAN SOIL EVEN FOR PEACEFUL PURPOSES 
(ARTICLE - 124), IF ENFORCED (AND WE ASSUME IT WOULD BE 
AS LONG AS CHOMEINI HAS POWER), WOULD PRECLUDE REESTAB- 
LISHMENT OF U.S. MILITARY PRE-RS YOLUTI ONART OPERATIONS, 
OTHER THAN MAAG RELATED FUNCTIONS. IMPLEMENTATION OF 
THOSE ARTICLES NOT SUMMARIZED IN THIS MESSAGE, ARB NOT 
CONSIDERED TO IMPACT ON THE IRANIAN ARMED FORCES. IT 
IS REITERATED THAT THE CONSTITUTION IS ONLY IN DRAFT 
FORM, A POINT RECENTLY MADE ONCE AGAIN BY SABABI TO EMB 
TEHRAN OFFICERS. NUMEROUS OBJECTIONS HATE ALREADY 
SURFACED BY DIFFERENT FACTIONS OF THE POPULATION. OAST 
BT 
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E.C. 12065: GDS 7/22/85 (JOHNSON , MARK) OR-E 

TAGS: EINV, BEXP, BDIS, IR 

SUBJECT: U . S . -IRAN COMMERCIAL RELATIONS 


REF: STATE 180957 

1. (C - ENTIRE TEXT) 

2 . VISITING DEPTOFF CALLED ON BANK MELLI PRESIDENT JALIL 
SHORAKA JULY 22 FOR DISCUSSION OF U.S. -I RAN IAN COMMERCIAL 
RELATIONSHIPS, DRAWING ON POINTS CONTAINED REFTEL . WE 
PARTICULARLY WANTED TO SEEK HIS VIEWS CONCERNING POSSI- 
BILITY OF REACTIVATING CHAMBER OF COMMERCE OR BUSINESS 
COUNCIL SINCE SHORAKA HAD BEEN IRANIAN CHAIRMAN OF THE 
ECONOMY AND FINANCE COMMITTEE UNDER THE U.S.-IRAN JOINT 
COMMISSION. 

3. DEPTOFF OPENED CONVERSATION BY BREIFLY SKETCHING THE 
MOOD OF U.S. BUSINESS, BASED ON CONVERSATIONS WITH SOME 
300 FIRMS SINCE THE REVOLUTION. BASIC MESSAGE WAS THAT 
THERE WAS STILL INTEREST IN MAINTAINING COMMERCIAL TIES 
WITH IRAN BUT ALSO SOME IGNORANCE OF AND CONSIDERABLE 
UNCERTAINTY OVER EVENTS IN IRAN. U.S. COMPANIES COULD 
ADAPT TO "BAD" SITUATIONS, BUT THEY HAD DIFFICULTY 
COPING WITH THE UNCERTAINTY* ALTHOUGH SOME FIRMS, LIKE 
GM AND DUPONT, HAD EXPERIENCED POSITIVE VISITS. OTHERS, 

LIKE GTE, WERE ENCOUNTERING SERIOUS DIFFICULTIES. 

(COMMENT: SHORAKA SHARES OUR PUZZLEMENT AS TO WHY GTE 

IS BEING SUBJECTED TO THIS TREATMENT. END COMMENT.) WE 
HOPED THAT THROUGH SOME INFORMAL CHANNEL WE COULD IMPROVE 
COMMUNICATIONS AND HELP MINIMIZE FURTHER COMMERCIAL 
DISPUTES. 

4. SHORAKA SAID HE WAS "FRANKLY VERY WORRIED" ABOUT THE 
CURRENT SITUATION. THE REVOLUTION HAD CHANGED THINGS 
180 DEGREES. THERE WAS VIRTUALLY NO ONE LEFT IN THE 
MINI STERIES WHO WAS FAMILIAR WITH THE PROBLEMS. NEARLY 
ONE LEFT, HE SAID. COMPANIES, TOO, HAD EXPERIENCED THIS 
RAPID TURNOVER IN SENIOR MANAGEMENT. SHORAKA OFFERED THIS 
AS A MAJOR REASON WHY THE ECONOMY WAS STILL IN A PERILOUS 
STATE AND WHY MANY FOREIGN FIRMS WERE EXPERIENCING 
DIFFICULTIES REESTABLISHING RELATIONSHIP. 

5. SHORAKA THEN REVEALED THAT HE HAD RECENTLY MADE A 
TRIP TO NEW YORK AND LONDON AT THE BEHEST OF PRIME 
MINISTER BAZARGAN. PURPOSE WAS TO EXPLAIN BANK NATIONALI- 
ZATION AND ALLAY CONCERNS ON PART OF MAJOR 

FOREIGN BANKS. TWO WEEKS AGO HE HAD CONVENED MEETING 
OF BIGGEST AMERICAN BANKS IN NEW YORK AND OFFERED THEM 
FULL PGOI ASSURANCES CONCERNING RESPECT FOR THEIR ASSETS 
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AND OPERATIONS. SHORAKA STRESSED THAT IRANIANS HAD 
POSITIVE RECORD ON THIS SCORE, CITING CASES WHEN HE WAS 
IN MINISTRY OF FINANCE WHERE RIGHTS OF SHAREHOLDERS 
WERE FULLY PROTECTED. 

6. WITH REGARD TO REJUVENATION OF BUSINESS COUNCIL, 
SHORAKA AGREED THAT IDEA HAD MERIT. PROBLEM WAS THAT 
IRANIAN SIDE WOULD HAVE TO BE RECONSTITUTED AND IN LIGHT 
OF THE LARGE-SCALE EXODUS OF SENIOR BUSINESSMEN, THIS 
WOULD TAKE TIME. SHORAKA FRANKLY FELT IT WOULD BE BETTER 
TO WAIT ON THIS PROPOSAL UNTIL AFTER A NEW GOVERNMENT 
EMERGES. DEPTOFF REPLIED THAT WE WOULD, OF COURSE, BE 
GUIDED BY IRANIAN VIEWS AS TO TIMING, BUT THAT IT SEEMED 
DESIRABLE TO HAVE SOME MECHANISM FOR INFORMAL CONSULTA- 
TION. SHORAKA FELT THAT DURING THIS TIME IT WOULD BE 
BETTER FOR U.S. COMPANIES TO PURUSE THEIR INTERESTS ON 
INDIVIDUAL BASIS, WITH REGARD TO JOINT COMMISSION. 

SHORAKA SAID THERE HAD BEEN NO TALK ON THIS SUBJECT WITHIN 
PGOI . HE FELT THE COMMISSION COULD BE USEFUL VEHICLE 

AND SUGGESTED WE RAISE SUBJECT IN CALLS ON MINISTER OF 
FINANCE AND OTHERS. 

7. POSSIBILITY OF ARRANGING SMALL DELEGATION OF LEADING 
AMERICAN FIRMS TO VISIT TEHRAN WAS ALSO DISCUSSED. 

AGAIN, HE FELT IT WAS PREMATURE FOR THIS TO OCCUR. IT 
WOULD BE BETTER TO WAIT UNTIL IMPLEMENTING REGULATION 
COVERING INDUSTRIAL NATIONALIZATION WAS PROMULGATED. HE 
EXPECTED THIS TO HAPPEN SOMETIME NEXT WEEK. SHORAKA 
SUGGESTED THAT WE SEEK ADVICE OF OTHERS IN PGOI BEFORE 
PURSUING IDEA. (COMMENT: WITH RAMAZAN BEGINNING LATER 
THIS WEEK, ANY SUCH TRIP WOULD HAVE TO BE CONSIDERED FOR 
SOMETIME IN FALL, AT EARLIEST. END COMMENT) 

BANK MELLI (HE WAS APPOINTED IN FEBRUARY 1978 BY THE 
SHAH) WAS UNIQUE. HE ATTRIBUTED THIS TO HIS STRONG 
FAMILY TIES IN THE BAZAAR.' THIS MADE HIM ACCEPTABLE TO 
THE "OTHER SIDE." FROM SHORAKA 'S REMARKS, ONE HAS THE 
BT 
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IMPRESSION THAT HE AND HIS SMALL BRAIN TRUST AT BANK 
MELLI SERVE AS A "BRIDGE" BETWEEN THE BAZARGAN GOVERNMENT 
AND THE REVOLUTIONARY PERSONALITIES ON MATTERS OF 
ECONOMIC POLICY. LAINGEN 
BT 
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CONFIDENTIAL 
STATE 7/23/79 
CHARGE :LBLAINGEN 
POL:VLTOMSETH:GO 
NONE 

POL2 DCM RF 

AMEMBASSY TEHRAN 
SECSTATE WASHDC, IMMEDIATE 
INFO AMEMBASSY ABU DHABI 
AMEMBASSY ANKARA 
USINT BAGHDAD 
AMEMBASSY DOHA 
AMEMBASSY ISLAMABAD 
AMEMBASSY JIDDA 
AMEMBASSY KABUL 
AMEMBASSY KUWAIT 
AMEMBASSY LONDON 
AMEMBASSY MANAMA 
AMEMBASSY MOSCOW 
AMEMBASSY MUSCAT 
AMEMBASSY PARIS 

E.O. 12065: GDS 7/23/85 (TOMSETH, VICTOR L.) OR-P 
TAGS: PGOV, PINS, PINT, IR 

SUBJECT: PGOI TRIES (ONCE AGAIN) TO CONTROL THE 

REVOLUTIONARY MOVEMENT 

REF: FBIS LONDON 201554Z JULY 79 

1. (C - ENTIRE TEXT) 

2. SUMMARY: IN A TELEVISED SPEECH TO THE NATION JULY 20 
PM BAZARGAN REVIEWED THE REASONS FOR IRAN'S ANOMALOUS 
PARALLEL SYSTEMS OF GOVERNMENT AND ANNOUNCED THE PGOI'S 
LATEST ANSWER TO THE PROBLEM. THE EFFECT OF THE LATTER, 
WE ARE INCLINED TO CONCLUDE, WILL BE MARGINAL. THE 
PROGNOSIS FOR THE FORESEEABLE FUTURE IS THAT THE 
REVOLUTIONARY COMMITTEES, THE REVOLUTIONARY COURTS AND 
VARIOUS ARMED MILITIAS WILL CONTINUE TO ACT INDEPENDENTLY 
OF BOTH THE PGOI AND THE ISLAMIC MOVEMENT'S LEADERSHIP. 
END SUMMARY. 
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3. BAZARGAN TOLD THE IRANIAN NATION JULY 20 (REFTEL) 

THAT THERE HAD BEEN THREE KINDS OF REVOLUTIONS THROUGHOUT 
HISTORY, I.E., MILITARY, PARTY AND NATIONAL. THE 1920 
COUP LED BY REZA KHAN (LATER SHAH) WAS AN EXAMPLE OF THE 
FIRST TYPE, THE 1917 RUSSIAN REVOLUTION AN EXAMPLE OF THE 
SECOND, AND, OF COURSE, THE 1979 IRANIAN REVOLUTION WAS 
AN EXAMPLE "SCARCELY MATCHED IN THE HISTORY OF THE WORLD" 
OF THE LATTER. A CONSEQUENCE OF MASS PARTICIPATION IN THE 
IRANIAN REVOLUTION, HE SAID, HAD BEEN THE DECENTRALIZA- 
TION OF POWER WITH ALL MANNER OF INDIVIDUALS AND 
ORGANIZATIONS SEEKING TO EXERCISE IT. 

4. THIS SITUATION, BAZARGAN SAID, COULD NOT PERSIST 
SINCE ALL TOO FREQUENTLY THOSE ATTEMPTING TO EXERCISE 
POWER, INTENTIONALLY OR OTHERWISE, WORKED AT CROSS- 
PURPOSES. THE PGOI , THE REVOLUTIONARY COUNCIL AND 
KHOMEINI HAD MET TO DISCUSS RESOLUTION OF THIS PROBLEM. 
THEY SAW THREE ALTERNATIVES: DISSOLUTION OF THE REVOLU- 
TIONARY COMMITTEES AND ALL THE OTHER ELEMENTS OF THE 
INFORMAL STRUCTURE OF GOVERNMENT, PUTTING THE GOVERNMENT 
DIRECTULY UNDER THE REVOLUTIONARY COUNCIL "IN THE SAME 
WAY THAT THE IMAM'S COMMITTEES ARE UNDER THE SUPERVISION 
OF" IT, AND MINGLING THE MEMBERSHIPS OF THE GOVERNMENT 
AND THE REVOLUTIONARY COUNCIL. THEY PICKED THE LATTER, 

AND BAZARGAN ANNOUNCED THAT FIVE MEMBERS OF THE REVOLU- 
TIONARY COUNCIL WOULD BE ASSIGNED TO POSITIONS AS UNDER 
SECRETARIES IN THREE DIFFERENT MINISTRIES OF THE PGOI. 
THESE INCLUDED NATIONAL DEFENSE, ECONOMIC AND FINANCIAL 
AFFAIRS AND SCIENCE AND HIGHER EDUCATION. 

5. THIS CHOICE PROBABLY HAS THE LEAST CHANCE OF THE 
THREE ALTERNATIVES TO BE EFFECTIVE IN RESOLVING THE 
ISSUE OF DUAL AUTHORITIES. IT IS HARD TO IMAGINE HOW THE 
THREE MULLAHS AND ONE CIVILIAN NAMED AS UNDER SECRETARIES 
(ECONOMIC THEORETICIAN ABOL HASSAN BANISADR DECLINED 

THE OFFER TO TAKE UP THE POSITION AT THE MINISTRY OF 
ECONOMIC AND FINANCIAL AFFAIRS, APPARENTLY MUCH TO THE 
RELIEF OF MINISTER ALI ARDALAN) WILL HELP THE PGOI WITH 
ITS REAL PROBLEM, WHICH IS ONE OF ASSERTING AUTHORITY 
OVER THE REVOLUTIONARY COMMITTEES AND COURTS AND THE 
VARIOUS PARAMILITARY FORCES. ALL OF THESE HAVE ACTED 
NOT ONLY IN INDEPENDENCE OF THE PGOI, BUT OF EVERYONE 
AND EVERYTHING ELSE AS WELL, AND THERE IS NO REASON 
WHY THEY WILL NOT STOP ACTING INDEPENDENTLY. LAINGEN## 
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OlA DEFEASE INTELLIGENCE NOTICE (DIN) ( J ) 

(U) 


ISANil MARCHERS SUPPORT KHOMEINI. 

1. (It) FOLLOWING 3 DATS OP VIOLENCE, TEHRAN WAS VIRTUALLY CLOSED 


;-AI!‘- ? R'JEUCS 1602 CONFIDENTIAL 

OWN ON 15 AUGUST BECAUSE 0? TP? COMMEMORATION OF THE DEATH Of 
IMAM ALT, A SOU RELIGIOUS LEADER. MEANWHILE, PRESS REPORTS 
INDICATE TENS OP THOUSANDS Of CITIZENS HELP A MARSH IN OOM TO 
riEDSV SUPPORT FOR KHOMEINI. 

(u) TEE MARCHESS REPORIEPLT ISSUED A FIVE-POINT RilSaLUTISN 
TfAT STATED, *TPS IRANIAN NATION, UNDER THE- LEADERSHIP 0? iHOMflU, 
ILL NIP IN -THE POD ANT FORM CF PLOT, SEDITION, INFILTRATION, a 
iTimULT, OR UPHEAVAL. DESPITE ALL INTERNATIONAL PLOTS , I. UIB 
COnTINU’- ALONG ITS PATH." ■ TIiS RESOLUTION ALSO DEMANDED THE 
) v VOLUT 10NART COURTS EXECUTE THE "ZIONIST RINGLEADERS AND ThGST. 
■ASSOCIATED WITH THEM." 

(C/NojOSN) THIS RESOLUTION again REFLECTS TH* EXTRA') X } NOPHOi- 1 A 
PP.HAIT.IUG IN IRAN. THE PEOPLE SEEM UNABLE- TO ACCEPT RESPONSIBILITY 
-CR WNT UNDESIRABLE ACTIONS OR CONDITIONS. INSTEAD, TliEf' Jlf ' 

11 1! VI .-a.-.-VCONOMIC SITUATION, TEE ETHNIC UNRU'f, »ND TEA AN.U- 
'MFTNI DEMONSTRATIONS AS ELEMENTS OF FOREIGN PLOTS, FOMENTED 
►AIULT ST THE USN AND ISRAEL. 

( C/'IOFORN ) THE STRONG DEMONSTRATION OF SUPPORT FOR JHONE'INl 
FOILOaS THE PASSAGE OF STRICT PRESS CON I HOLS. IT IS ANOTHER 
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•REPRESSIVE MEASURES , HI ENJOYS THE STEADFAST SUPPORT OF THE LONER 
If’ ASS. THE ISLAMIC FORCES REMAIN IN CHARS?., AND NO POLITICAL 
lOROOP pas emerged to challenge them. 

U (C/NOTORN) THE ISLAMIC FUNDAMENTALISTS,, HOWEVER, HAVE SHOWN 
lr H i, I R INABILITY TO ONIFY IRAN'S PLDRALISTIQ SOCIETY, WHICH CONTAINS 
|A LAPSE MODERNIZED, SICDLAR COMPONENT. DOZENS THEIR f MONTHS 
•iN POWER, TREY HAVE ALIENATED ONE JRODP AFTIR ANOTHER. THIS 
bROCTSS CANNOT GO ON INDEFINITELY. UNTIL THE FANATICAL SUPPORT 
|OE THE MASSES BEGINS TO IRODE, HOWEVER, THOMEIlil IS EXPECTED TO 

Remain in control and to continue to consolidate his, power. 

IpEFPARED BY: LCDR D. ADAMS, USN, DN-2E 
|(DJ.CL 15 AUG <?i) 
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MORE OF IT IS GENUINE, REFLECTING AMONG OTHER THINGS A ft 

CONCERN FOR CONSOLIDATION OF POWER BT AN INNER PGOI CIRCLE./ C j/ /, £? v 

me becOmmt.NI) ACTION IN SEVERAL AREAS THAT WE CAN AND / 

VC, 

V c 


1. C-INTIRE TE1T . 

2. SUMMARY. TAZDI'S NEW TORE PERFORMANCE WAS AN ABRASIVE 
AND PUBLIC REMINDER THAT WE HAVE TET TO ACT IN WATS THAT 
DEMONSTRATE CONVINCINGLT THAT WE HAVE ACCEPTED ME 
REVOLUTION. SOME OF THIS IS REVOLUTIONARY RHETORIC BW 


WE RECOMMEND ACTION IN SEVERAL AREAS THAT WE CAN AND 
5 SHOULD TAKE TO STRENGTHEN OUR EOLICT HAND IN THIS 
| ATMOS PHE RE . ENDS UMMART . 

S 3. EMBASST APPRECIATES EZCILLENT ANALYSIS IN BEPTEL 07 
! NEW YORK PERFORMANCE BT DE. TAZDI , A MAN INCREASINGLY 
5 INFLUENTIAL AS MEMBER OF A GROUP WITHIN THE PGOI CLOSE 
I TO KHOMEINI AND LIKELY TO PLAT A MAJOE ROLE IN THE 
5 EVOLUTION OF POST-REVOLUTIONART IRAN. (WE INCLUDE IN 
8 THAT INNER GROUP, IN ADDITION TO TAZDI, NEW DEFENSE 
■ MINISTER CHAMRAN, QOTBZADAH AT NIRT, PGOI SPOKESMAN TABATA- 
«BAI, AND MINISTER OF INTERIOR SABAGHI AN . ) 

4. WE SHARE DEPARTMENT'S ANALYSIS OF TAZDI'S PURPOSES — 

TO CREATE, FOR HIS OWN PSYCHIC AND PERSONAL POLITICAL 
PURPOSES THE IMPRESSION OP THE ISLAMIC REVOLUTIONARY AS 

A NEW BREED OF MAN DEMANDING TO BE HEARD ON THE WORLD 
STAGE. TAZDI had THAT OPPORTUNITY, BOTH AT HAVANA AND 
AT NEW YCHK , ANE HE CLEARLY WAS DETERMINED TO USE IT TO 
MAXIMUM EFFECTIVENESS. 

5. MORE SPECIFICALLY, AS FAH IS THE USG IS CONCERNED, HIS 
PURPOSE WAS TO TELL US, BOTH PRIVATELY AND PUBLICLY, THAT II 
REVOLUTION. AND TO WARN US THAT UNTIL WE DO, THERE CAN '/ 
BE NO PROGRESS IN BULDING A NEW RELATIONSHIP. THE THEME 

WAS SOUNDED AGAIN, WITH SPECIFICS, IN A PRESS CONFERENCE 
ON HIS RETURN HERE FROM NEW YORK (SEPTIl). THE ICE, SAYS 
YAZDI , HIS NOT TET BEEN BROKEN. 

6. THAT MAY SOUND A BIT EITREME IN LIGHT OF USG ACTIONS 
TO DATE DESIGNED TO DEMONSTRATE THAT WE HAVE INDEED 
ACCEPTED THE REVOLUTION. BUT IT IS PERHAPS NOT ALL THAT 
SURPHQSI NG , TOR A VARIETY OF REASONS — NOT ALL OF WHICH 
WF KIHD ACCEPT BUT WHICH WE NEED TO TAKE INTO ACCOUNT IN 
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flNIING WAYS TO LEAL WITH THIS DIFFICULT REGIME. 

PAH TIT, AS REFTEL POINTS OUT, IT IS THE REVOLUTIONARY 
POLITICIAN , THE AMBITIOUS POLITICAN THAT TAZDI IS. THAT 
COMPULTION REQUIRES HIM TO TALK AND LOOK LIKE A REVOLU- 
i IONARY, ESPECIALLY IN THIS FIRST RETURN TO THE U.S. AFTER 
IS 18 YEARS IN TEXAS AND OTHER WAYPOINTS — A PART OF 
iIS PAST THAT HE NOW FINDS SOMEWHAT BURDENSOME POLITICALLY. 
CNSEQUENTLY IT WAS IMPORTANT FOR TAZDI THAT THE HEADLINES 
ACK HOME SHOW HIM IN TRUEREVOLUTIONARY COLORS, PREPARED 
TO STAND UP TO THE U.S. AND NOT SOMEONE STRICKEN WITH THE 
MENTAL SLAVERY" TEAT HE DECRIED IN HIS HAVANA SPEECH 
AS "THE MOST EISTRINCT CONSEQUENCE OF IMPERIALISM IN THE 
CONTEMPORARY WORLD... A CHEAP AND EFFECTIVE TOOL OF 
PERPETUATING IMPERIALIST DOMINATION”. . 

•». BUT THERE IS MORE THAN THAT IN HIS TOUGH STANCE WITH 
US, BOTH IN HIS BILATERAL WITH THE SECRETARY AND HIS 
PUBLIC SPEECHES. YAZDI IS POLITICALLY AMBITIOUS BUT HE 
IS ALSO A BELIEVING REVOLUTIONARY. IT IS THEREFORE 
.MORE THAN THE REVOLUTIONARY REFURBISHING HIS CREDENTIALS. 
*I:IS APPROACH SAYS THINGS THAT ARE FUNDAMENTAL ABOUT THE 
i UTIRE REVOLUTIONARY APPARATUS HERE — ONE THING THAT IS 
t : ACT I CAL AND REASONABLY SHORT-RANGE; THE OTHER MORE 
' FUNDAMENTAL AND LONG-RANGE. 

! 

i ■. IN' THE SHORT-TERM YAZDI AND OTHERS OF HIS CLOSE 
; ASSOCIATES IN THE PGOI REFLECT, WE THINK, AN INCREASING 
j CONCERN FOR CONSOLIDATION OF THEIR POLITICAL POWER AT 
I I. TIME CF RFAL OR IMAGINED THREAT TO IT. THUS THE SHARP 

I I FACTION TO THE NEW OUTBREAK OF DIFFICULTIES IN KURDESTAN 
and KHUZESTAN, a REACTION MARKED BY A BARRAGE OF INTERNAL 
I .iOPAGAN'DA TO THE EFFECT TPAT THE U.S., BEHIND THE FACADE ft 
i N DEED THAT IRAQ IS ALSO INVOLVED IN SOME CONVOLUTED // 

•COLLUSION WITH AMERICAN AGENTS AND INFLUENCE. WHATEVER 
i TS RELATIONSHIP TO THE REAL SITUATION ON THE GROUND IN 
' iKSE TWO TROUBLED PROVINCES, THE SPATE OF PROPAGANDA SEEMS 
iPSIGNED FURTHER TO STRENGTHEN CLERICAL AND REVOLUTIONARY 
' CNTROL OVER THE SECURITY FORCES AND THE EVOLVING GOVERN- 
' MIT APPARATUS THAT IS TO BE PUT IN PLACE WHEN THE 
.(INSTITUTION IS COMPLETE. THE EFFORT AT CONSOLIDATION OF 
IDLER IS ALSO SEEN IN THE INCREASING EMPHASIS ON THE NEED 
VO "PURGE" FROM THE STRUCTURE OF GOVERNMENT BOTH THE 
i KM N ANTS OF THE ANCIEN REGIME AND THEIR POLITICAL OPPONENTS. 
I US YAZDI IS QUOTED FROM NEW YORK AS SAYING THAT THE 
I T 
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* PURGE OF THE FOREIGN MINISTRY HAS TET TO BE COMPLETED. 

CFAMRAN TALES OF THE PURGE HE INTENDS TO PURSUE IN THE 
AEMID FORCES. THE NAZIH AFFAIR AT NIOC IS ACCOMPANIED BY. 

TALK OF A NECESSARY PURGING PROCESS THAT NAZIH HAD 
IGNORED OR SET ASIDE. AND KHOMEINI TALKS OF THE PURGE 
NECESSARY FOR THE ENTIRE SOCIAL AND ECONOMIC STRUCTURE 
IE TBE REVOLUTION IS TO BE CONSOLIDATED. 

10. RELATED TO THIS BUT LONGER-TERM IN ITS NATURE IS AN 
EXPRESSED CONCERN OVER ANOTHER AND GREATER DANGER FOR THE 
REVOLUTION, ITS GOALS AND PURPOSES. THAT CONCERN RELATES 
TO THE NEED TO ELIMINATE FOREIGN AND PARTICULARLY WESTERN 
CULTURAL DOMINATION — AN ALLEGED LEGACY OF THE PREVIOUS REGIM 
THAT THE REVOLUTIONARIES SEE AS CORROSIVE FOR THE EFFECTIVE- 
NESS OF ISLAM AS THE DRIVING FORCE AND MOTIVATION FOR IRAN'S 
ENTIRE POLITICAL, SOCIAL AND ECONOMIC MAKE-UP: INDEED THEY 
SEE THIS CORROSION AS THREATENING EVERYWHERE IN THE ISLAMIC 
WORLD, AN IDEOLOGICAL COMPULSION THAT COMBINES WITH LOOSE 
TALC OF IRRIPENTISM IN SHIA MESSIANIC TERMS TO 
MUDDY THE WATERS FOR THE ISLAMIC REPUBLIC'S RELATIONS 
. WITH MOST OF ITS MUSLIM NEIGHBORS. 

S 11. YAZDI DEVOTED A GOOD PART OF HIS REVEALING SPEECH AT 
; HAVANA TO THIS PARTICULAR CONCERN OF THE IRANIAN REVOLU- 
TIONARIES. AS HE PUT IT, “THE STANDARDIZATION OF VALUES, 

5 GOALS AND ASPIRATIONS AMONG THE RULING ELITE OF THE WORLD 

i has added a new dimension or cultural domination to the 
; EVOLVING character oe imperialism in the contemporary 
! WORLD. YAZDI CALLED FOR A RECOGNITION OF "THE ALIENATING 
5 AND HABITUAL CUTLURAL ALIGNMENT WITH THE SUPERPOWERS 
i AND A SYSTEMATIC EFFORT TO FREE 0UR5ELFES FROM THE MENTAL 
I BONDAGE OE CULTURAL DOMINATION.” 

512. IT IS NOT AND IT WILL NOT BE EAST FOR US TO WORK 
Ik ITS A LEADERSHIP THAT BELIEVES AMD ACTS AS THIS ONE DOES I 
v THAT KNOW THEY NEED US BUT YET FEAR FOR THEIR REVOLUTION 
IF THEY GET TOO CLOSE TO US. TIME AND THE COMPELLING 
CIRCUMSTANCES’ OF AN ALREADY BUILT-IN MOMENTUM IN THE 
SECULARIZATION AND MODERNIZATION OF IRAN'S ECONOMY AND 
ITS URBAN SOCIAL STRUCTURE WILL CHANGE SOME OF THIS. 

»UT THAT WILL BE A SLOW PROCESS, BARRING SOME DRAMATIC 
POLITICAL TURNAROUND THAT SEEMS UNLIKELY IN THE SHORT-TERM. 

»E WILL NEED TO ACT WITH A MAXIMUM OF PATIENCE AND SENSI- 
TIVITY AS WE PURSUE OUR INTERESTS IN THE ATMOSPHERE OF 
SUSPICION MANIFESTED BF YAZDI IN NEW YORK. 


1 3 . WITH THIS AS BACKGROUND, WE COMMENT BELOW ON THREE 
SPECIFIC AREAS OF POLICY: FIRST, MILITARY SUPPLY: SECOND, 

OUR PUBLIC POSTURE ON THE REVOLUTION j AND THIRD, THE 
SPECIAL SYMBOLISM OF CALLING ON KHOMEINI AND NOMINATING 

AN AMBASSADOR. 

14. TAZDI DID NOT FAIL IN NEW TORK TO MAKE CLEAR THAT OUR 
PERFORMANCE IN THE MILITARY SUPPLY FIELD WILL CONTINUE 

TO BE-AN ACID TEST 0? OURATTITUDES TOWARD THE REVOLUTION. 

THE idURSE WILL BE ROUGH, NOT SIMPLY BECAUSE OF WHAT SEEMS 
DESTINED TO BE A PRICKLY RELATIONSHIP WITH CHAMRAN AS THE 
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'<IV HEAD CF THE DEFENSE ESTABLISHMENT, BUT MORE FUNDAMENTALLY 
MCAUSE OF THE FEAR OF AMERICAN INFLUENCE IN AND VIA THE 
MILITARY IN IRAN SOCIETY. (AS YAZDI NOTED IN HAVANA, 

MORE THAN 1200 IRANIAN MILITARY PERSONNEL WERE TRAINED 
IN THE UNITED STATES — A CONSERVATIVE FISUREBT OUR 
ESTIMATE). THERE IS ALSO THE ABIDINS SUSPICION ON THE 
PART OF YAZDI AND OTHERS THAT IRAN HAS BEEN FINANCIALLY 
FAD BY MEANS OF THE TRUST FUND. 

15. WE THUS FACE THE CHALLENOE OF SATISFYING BOTH THE 
POLITICIANS SUCH AS YAZDI AND CHAMRAN BUT ALSO THE 
MILITARY PROFESSIONALS, WHO ARE BEGINNINO TO REFLECT A 
CONCERN THAT THEY WILL BE DENIED THE LOGISTICAL AND 
TECHNICAL SUPPORT THEY FEEL THEY NEED FROM THE U.S. 
NONETHELESS WE SEE OUR CURRENT POLICY STANCE ON MILITARY 
SUPPLY AS ESSENTIALLY SOUND -- AN OPEN AND STRAIGHT- 
FORWARD POSTURE CONCERNING BILLINGS AND ACCOUNTS, FBANS 
AND FORCEFUL REMINDERS ABOUT OUR OWN LAWS AND REGULATIONS 
THAT APPLY, A DEMONSTRATED WILLINGNESS TO GO ALL OUT 
IN RESPONDING TO PGOI QUESTIONS ABOUT FINANCIAL DETAIL, 

. BT 
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AND MAKING SPARE PARTS AVAILABLE AS BAPIDLT AS THE PQOI 
CAN GET ITS OWN HOUSE IN ORDER. VE BELIEVE VE SHOULD, 
HOWEVER, ALSO BE PREPARED TO TATE SOME RISES IN THE 
CASE BY CASE POLICY VE ENVISAGE AS AFFECTING CLASSIFIED 
AND SENSITIVE MATERIAL. AS A CASE IN POINT VE BELIEVE WE 
SHOULD MOVE AFFIRMATIVELY IN RESPONSE TO THE PGOI REQUEST 
CONCERNING THE RF4E S . TO DELAY OR TO DENY THESE AIRCRAFT 
WILL AROUSE NEW SUSPICIONS OF AN INTENT TO PENALIZE THE 
PGOI ON BOTH FINANCIAL AND POLITICAL COUNTS! APPROVAL OF 
THIS SMALL NUMBER OF AIRCRAFT ALREADY LARGELY PAID FOR 
AND ADDITIONAL TO AN ALREADY EXISTING IIAF INVENTORY IS 
CERTAINLY DEFENSIBLE (IN WHAT VE ASSUHE VILL BE REQUIRED 
CONGRESSIONAL CONSULTATIONS) IN TERMS OF OUR INTERESTS 
IN IRAN. 

16. SECONDLY, AS THIS EMBASSY HAS RECOMMENDED EARLIER, VE 
BELIEVE VE CAN AND SHOULD FIND VATS TO SPEAK PUBLICLY 
AND POSITIVELY MORE THAN VE HAVE TO DATE ABOUT HAVING 
ACCEPTED THE CHANGE IN IRAN. THERE ARE TVO REASONS FOR 
THIS! THE ONE OBVIOUSLY TO HELP REDUCE PGOI SUSPICIONS ABOUT 
. OUR PURPOSES AND THE OTHER TO REMIND OUR OVN PUBLIC (ONLY 
? SUPERFICIALLY INFORMED BY THE U.S. PRESS) ABOUT OUR LONG- 
~ TERM INTERESTS IN IRAN. THIS IS NOT TO SAT THAT VE NEED 
t PUBLICLY TO EMBRACE AND ENDORSE KHOMEINI, OR TO APPLAUD 
' SUCH FIGURES AS YAZDI AND CHAMRAN AND ALL THAT THEY SAT 
' AND DO, OR TO COMMEND PGOI POLICY IN KURDESTAN. VHAT VE 
£ DO NEED TO SAT, IN VATS THAT VE HAVE NOT YET DONE, IS THAT 
WE HAVE LONG-TERM INTERESTS IN IRAN THAT CONTINUE AND WHICH 
: VE BELIEVE CAN BE PRESERVED IN AN ISLAMIC IRAN. 

; 17. SPECIFICALLY, VE URGE THE DEPARTMENT TO FIND VATS 
: PUBLICLY TO SAT THAT VE VISH IRAN VELL IN PUTTING ITS 
S REVOLUTIONARY OBJECTIVES INTO FORMS AND INSTITUTIONS THAT 
S WILL COMMAND THE SUPPORT OF ALL ITS PEOPLE! THAT THE U.S. 

' FAS NO INTEREST IN OR INTENTION OF IMPOSING ANY REGIME, 

< MONARCHY OR OTHERWISE, ON IRAN! THAT WE HATE AN ABIDING 
INTEREST IN IRAN'S INTEGRITY AND INDEPENDENCE! THAT AMERICAN 
INTERESTS IN ACCESS TO IRANIAN OIL ARE SYNONYMOUS WITH 
IRANIAN INTERESTS IN SUSTAINING AND FINANCING ITS FUTURE 
INDUSTRIAL AND AGRICULTURAL DEVELOPMENT. VE SHOULD 
FIND OPPORTUNITIES AS HELL TO VELCOME REVOLUTIONARY IRAN'S 
EMPHASIS -ON ISLAM AND ITS SPIRITUAL CONTRIBUTION TO 
SOCIETY AS SOMETHING THAT AMERICANS UNDERSTAND AND RESPECT, 
GIVEN THE VAT IN VHICH AMERICANS ALSO SEE THINGS OF THE 
SPIRIT AS IMPORTANT TO HUMAN ENDEAVOR. 

18. ASSISTANT SECRETARY SAUNDERS' TESTIMONY OF SOME 
MONTHS BACK BEFORE THE HIRC ON THE MIDDLE EAST AS A 
WHOLE HAS THE ESSENCE OF MUCH OF THIS AND IS THE KIND OF 
THING VE SHOULD BE HEARD SAYING MORE FREQUENTLY ABOUT 
IRAN. 


19. THIRDLY, AND BRIEFLY, THERE IS' THE VERT LARGE 
IMPORTANCE OF THE SYMBOLIC ACTS OF SEEING KHOMEINI AND 
NAMING AN AMBASSADOR. THESE ACTIONS ARE LONG OVERDUE! THEY 
ARE CENTRAL TO THE VAT IN VHICH YAZDI AND INDEED MOST 
IRANIANS SEE OUR ATTITUDES TOVARD THE- REVOLUT ION . IF A 
NEW AMBASSADOR IS TO BE FURTHER DELATED, VE RECOMMEND TEAT 
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*7. SEES A MEETING NOW WITH KHOMEINI AT THE CHARGE IEVEL. 

AS r'OR DESIGNATING AN AMBASSADOR, THE TIMING WILL NEVER 
bE TOT ALL! RIGHT; THE ACTION SHOULD HO LONGER BE DELAYED. 

LAINGEN 
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1. (C-ENTIRE TEIT) 

2. INTRODUCTION AND SUMMARY. RULE HAN 1A1NS TWO BIL- 
LION DOLLARS A MONTI IN OIL 1IY1NU1S , ABOUT 2.4 MILLION 
OP IRAN'S WORIPORCE (01 28 PE1CSNT) All UNEMPLOYED. MANY 
PLANTS ARE IDLED. ATI1A31S PRODUCTION IS 1ST IMAT1B AT 
PIPTY PERCENT OP CAPACITY VIT1 Til UYOLOTION 8 MONTES 
PAST, AND THE PISST INITIAL STA9I, 11C0I11T P10M CHAOS, 

ACHIEVED , MANY IRANIANS All BEGINNING TO ASI WRY TEE RE- 
COVERY CURVE IS NOT USING PASTS1. 

3. THIS TELEGRAM EXPLORES A BASIC P10BL1M, THE PAILU11 TO 
TRANSLATE EXCESS LIQUIDITY IN BAIES INTO BADLY N1ED1D IN- 
VESTMENT OR CREDIT P01 A LIMPING INBDST11AL S1CT0R. 

TIGHT CREDIT THVA1TS Til B1CLA111 INTENTIONS OP COVEINMENT, 

AND CONTRIBUTES TO Til INSTABILITY AND LACE OP C0NPID1NC1 
WHICH UE THEMSELVES TACT01S IN Til PtOBLIH. OTHER CAUSES 
DISCUSSED BELOW All THE LACE OP INT1STMS ANB INVESTMENT, 

C1FITAL PLIGHT, OOTIENMSNT INCAPACITY AT ALL L1V1LS, PER- 
SONAL INSECURITY, PAILUtl OP Til EH II • INC Y CREDIT PROGRAM, 

AND THE INSOLVENCY OP INTENDING 10110W11S .UPON TEE GOVERN- 
MENT'S SUCCESS IN TIE COMING MONTIS IN 11S0LV1NS SUCH 
PROBLEMS AND IN LAUNCHING PROGRAMS W1IC1 INSPIRE CONFI- 
DENCE, MAY DEFEND TIE PUTBR1 OP T1IS REGIME. 1ND 
INTRODUCTION AND SUMMARY. 

4. LACE OP CONFIDENCE, ZERO INVESTMENT, LIQUIDITY 
PREFERENCE AND CAPITAL PLIGIT. EXCESS LIQUIDITY CAN BE 
MADE PRODUCTIVE THROUGI INVESTMENT, IN NEW 01 EXISTING 
PLANT, OR THROUGH TIE LOAN OP W01EING CAPITAL. INVESTMENT 
TODAY IS ALMOST NON-tXISTENT, IN PART BECAUSE TIE OLD 
ENTREPRENEURIAL CLASS IAS FL1I TIE COUNT!!. SADEGI SAMII, 

DEPUTY MANAGING DI1ECT01 OP TU I1AN-A1A1 BARE, AND 
HIMSELF OP TEAT EIND OP FAMILY, 1ST I HATES TUT TODAY T111I 
REMAIN NOT MORE TRAN PIPT1M IRANIANS OP Til NECSSSA1Y 
PERSONAL FINANCIAL STATU1I. SMI TOUT'S CONDITIONS, 

TIEY WILL NOT Mill A HO VI. 

9. THE BAZARI (CONSERVATIVE MERCIAN!) CLASS ARE TRADERS. 

NOT RISE-TAKING INVESTORS. ACC01I1N TO BUECTOR ABTARI 
OF THE FOREIGN DEPARTMENT OP BANK NELLI. IRAN'S LARGEST 
COMMERCIAL BANK, THESE BAZA1IS All SXT1IM1LT WELL REELED. 

IN THE FACE OF THE SAMI UNCE1T1INTI1S , HOWEVER, TIEY PRE- 
FER TO PILE UP THEIR W1ALT1 IN IRKS, OR BITTER STILL, TO 
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EXPORT IT. OVERINVOICING OE IMPORTS IS REPORTEDLY A 
COMMON DEVICE, EXPLAININO WHY THE VOLUME (I.E. TOTAL DOL- 
LAR VALUE) OP LETTERS OP CREDIT HAVE SWOLLEN SO MUCH OVER 
THE PAST TWO MONTHS. "IT DOES NOT NECESSARILY MEAN IN- 
CREASED IMPORTS, ON INCREASED ECONOMIC ACTIVITY. WHY, I 
KEEP ASKINC PEOPLE, WILL THEY NOT PACE THE PACT THAT WE 
ARE IN a VERT BAD SITUATION?, ” ASES ABTAHI . 

6. ALTERNATIVELY, ABTAHI WENT ON, BAZAIIS (AND OTHERS) 

ARE CONVERTING THEIR WEALTH INTO GOODS LlIELY TO FIND 
MARKETS ABROAD. BESIDES OBVIODS ITEMS SUCH AS GOLD OR 
ORIENTAL CARPETS, SAFFRON NOW IS MUCH IN DEMAND. UNLIKE 
THE ENTREPRENEOBIAL CLASS WHO HAD BEEN UNCOMFORTABLY CLOSE 
TO THE OLD REGIME, MUCI OF THE BAZAR1 CUSS ARE IDEOLOGIC- 
ALLY CLOSE TO THIS ONE. GENERALLY, THEY ARE DOING WELL, 

AS ATTESTED BY LIVELY RETAIL ACTIVITY IN THE BAZARS, AND 
BY THEIR SWELLING BANK ACCOUNTS. EVIDENCE OP UNCERTAINTY 
ON THEIR PART, TBERBPORB , SHOULD NOT BE DISMISSED LIGHTLY. 

7 . PART OP THIS MISTRUST IS 01 THE POLICIES (OR THE LACK 
OP THEM) EMANATING PROM THE GOVERNMENT • INSTEAD OP PIBM 
POLICIES, BUSINESSMEN EN COUNT EE ESOTERIC THEORIES, SUCH AS 
ZERO INTEREST. (HEP B), WITHOOT MUCH BEING OPPERED IN THE 
WAT OF SPECIFICS TO WHICH THEY CAN RELATE, AND ON THE 
BASIS OF WHICH THEY CAN MAKE PUNS. ABTAHI ONLY HALP- 
FACETIOUSLT REMARKED THAT TALI OP ZERO INTEREST MIGHT HAVE 
BEEN A FALSE SIGNAL," IN ORDEE TO SCARE EXCESS LIQUIDITY 
OUT 01 INTEREST-BEARING TIME DEPOSITS AND INTO THE STOCK 
MARKET OR MORE DIRECT PORMS OP INVESTMENT. BUT THIS, HE 
SAID SADLY, WAS JUST NOT HAPPENING. 

e. EQUALLY DISTURBING FOR THI BAZAIIS MUST BE THE PRICE 
MUCH DID THEY PAY FOR THIS OH THAT IMPORT? HOW MUCH ARE 
THEY CHARGING THE CONSUMERS? WHILE THIS HAS BEEN A 
BT 
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TRADITIONAL CLERICAL FUNCTION IN TRADITIONAL ISLAM, ITS 
SIMPLISTIC APPROACH, AND THE DISOUIET THAT THEIR BIAS 
AO A INST PROFIT MUST GENERATE, SHOULD BE AN ADDITIONAL 
DETERENT TO INVESTMENT OR LEND! NO, 

9. CONFIDENCE MAYBE ERODED BY THE DUALITY OF MANA- 
GERS APPOINTED TO RUN THE NATIONALIZED INDUSTRIES. 

EVEN THE WORKERS, APPARENTLY, MAY COMPLAIN. BANKERS 

TELL OF MANAGERS WHO HAVE TO BE INTRODUCED TO THE DIFFER- 
ENCE BETWEEN THE DEBIT SIDE OF THE BALANCE SHEET, AND THE 
CREDIT. COMPOUNDING THE RELUCTANCE OF BANKERS TO LEND TO 
FIRMS WITH INEXPERIENCED MANAGEMENT IS UNCERTAINTY AS TO 
WHO OWNS AND CONTROLS THE FIRMS. IN SOME CASES WHERE 
ALL THE SHARES HAVE NOT BEEN TAKEN OVER, BUT WHERE THE 
GOVERNMENT OR A CHARITABLE FOUNDATION APPOINTS CERTAIN 
DIRECTORS TO THE BOARD, LINES OF AUTHORITY AND ULTIMATE 
FINANCIAL RESPONSIBILITY REMAIN UNCLEAR. 

10. THE APPOINTMENT OF INEXPERIENCED ADMINISTRATORS RE- 
FLECTS THE FLIGHT OF THE EXPERIENCED. YET, A NUMBER OF 
THE LATTER REMAIN, AND ARE FUNCTIONING WITHIN THE SYSTEM. 
THEIR ABILITY, HOWEVER, fO BRIDGE THE EXPERIENCE GAP AND 
EFFECTIVENESS IN MAKING THE ECONOMY TICK, IS REDUCED BY 
PSYCHOLOGICAL DISCOMFORT! IN THEIR ROLES. "DO YOU REALIZE* 
ASKED ABTAHI , "THAT MY TtNURE HERE MAY DEPEND ON WHETHER 
OR NOT I PRAY?" OTHERS HAVE SAID THE SAME, WHO, LIKE 
ABTAHI ARE UNWILLING TO PLAY THE HYPOCRITE. ALL ARE 
VULNERABLE TO SOME EXTENT, A LESSON DRIVEN HOME BY THE 
FIRING OF THE NIOC CHIEF NA7IH. THERE ARISES A TENDENCY 
TO AVOID DECISIONS LIKELY TO GIVE OFFENSE OR TO DRAW 
ATTENTION TO THEMSELVES. IT EVEN AFFECTS THEIR DESIRE 

TO WORK OVERTIME (ESPECIALLY AFTER THE RECENT MAJOR CUTS 
IN PAY IN NIOC AND THE BANKS.) 

11. ANOTHEP, AND RELATED PRESSURE, IS THE FEAR NOT THAT 
THIS REGIME, BUT THAT ITS SUCCESSOR MAY CALL MANAGERS TO 
ACCOUNT FOR HAVING CARRIED OUT THE INSTRUCTIONS OF THE 
PRESENT ONE. WHAT HAPPENED TO MANY WHO CARRIED OUT THE 
ORDERS OF THE SHAH, THE PATENT INSTABILITY OF THIS REGIME, 
AND THE FELT POSSIBILITY OF COUNTER-REVOLUTION, ALL COM- 
BINE TO DISCOURAGE INITIATIVE. ON THE POSITIVE SIDE, OF 
COURSE, THE EXAMPLE OF WHAT HAPPENED TO THOSE WHO RENT THE 
RULFS TO TAKE CARE OF THE SHAH'S CRONIES HAS STRENGTHENED 
THE BACKS OF BANKERS TO RESIST CRUDE INTERFERENCES BY 
CLERGY AND KOMITEHS ANXIOUS TO HAVE THEIR PET PROJECTS 
FINANCED, HOWEVER UNECONOMIC. "NOBODY'S GOING TO STAND 

ME UP AGAINST THE WALL LIKE THEY DID TO SOME OE THOSE 
GUYS," SAYS MANAGING DIRECTOR AGHILI OE THE BANK OE IRAN 
AND THE MIDDLE EAST. 
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12. ON BALANCE, HOWEVER, THE ErEECT OE THESE PRESSURES, 
PARTICULARLY ON BANKERS WHO ARE NOW CIVIL SERVANTS, HAS 
BEEN TO DISCOUR ABE INNOVATION, BOLDNESS AND ELEXIBlLITY. 
THESE DUALITIES ARE PARTICULARLY NEEDED AS MANY INSOLVENT 
IRANIAN INDUSTRIES CALL OUT IN VAIN EOR CREDIT, 

13. TO UNDERSTAND THE IMPORTANCE OE CREDIT EOR IRANIAN 
INDUSTRIES, ONE SHOULD RECALL THAT MUCH OE IT CONSISTS OE 
THE ASSEMBLY OF FOREIGN COMPONENTS, OR, AT LEAST, DEPENDS 
HEAVILY ON IMPORTED RAW MATERIALS. INDUSTRIALISTS WERE AT 
PAINS TO MAINTAIN THEIR CREDIT RATINGS.AS MANAGING DIREC- 
TOR SAGHETTLIAN OE THE FOREIGN TRADE BANK OF IRAN (FTBI) 
COMMENTED, THEY TOOK CARE OE THEIR SUPPLIERS WELL BEFORE 
THEIR IRANIAN BANKERS. IN RETURN, MANY ENJOYED THE 
PRIVILEGE OF BUYING ON OPEN ACCOUNT. OTHERS TOOK OUT TEPM 
LETTERS OF CREDIT OE 180 DAYS OR BETTER. AT 180 DAY TERMS 
HAVING ALLOWED A MONTH FOR TRANSPORT OE THE IMPORTED IN- 
PUTS, A MONTH FOR PROCESSING AND A MONTHS GRACE TO THE 
PURCHASER OF THE FINISHED PRODUCT BEFORE HE HAD TO PAY, 

THE INDUSTRIALIST ENJOYED A 3-MONTH HOLIDAY BEFORE HE HAD 
TO REPAY HIS SUPPLIERS. THE FLOAT WAS AN IMPORTANT 
FACTOR IN HIS PROFIT MARGIN. 

14. WITH THE REVOLUTION, FOREIGN SUPPLIERS BEGAN TO IN- 

SIST ON CONFIRMED LETTER? OE CREDIT, WHICH EFFECTIVELY 
MEANT CASH. FIRMS IN TURN BEGAN TO DEMAND CASH PAYMENT 
FROM THEIR CUSTOMERS. THE FLOAT WAS LOST, AND, IN 

MANY CASES, PRODUCTION IS DOWN (AND EARNI NGS) .WHILE. FULL 
PAYROLLS MUST STILL BE MAINTAINED WITH A 20 PERCENT PAY 
BOOST. CUSTOMERS HAVE WITHHELD PAYMENT. EFFECTIVELY 
INSOLVENT, WITH THEIR AVAILABLE COLLATERAL (LAND) RENDERED 
VALUELESS, MANY INDUSTRIES, ALREADY LENT UP, WERE TRYING 
TO BORROW EVEN TO MEET THEIR PAYROLLS, AND USUALLY WITH- 
OUT SUCCESS. 

15. THE CRY FOR EMERGENCY CREDIT, FIRST HEARD FIVE MONTHS 
AGO, WAS RESPONDED TO BY THE "BUSINESS COMMITTEE" OF THE 
REVOLUTIONARY COMMITTEE IN OUM. IN LEAGUE WITH RIGHT- 
THINKING "AZARIS, THEIR WELL- PUBLICIZED 80 BILLION RIAL 
EMERGENCY CREDIT (REF A) BUILT UP GREAT HOPES. AT SIX 
PERCENT INTEREST, AND WITH COLLATERAL REQUIREMENTS 
EFFECTIVELY WAIVED, THE CBI WAS TO CHANNEL 80 BILLION 
RIALS IN 10 TRANCHES THROUGH 10 BANKS (RECENTLY BECOME 11) 
OF THE STRONGER COMMERCIAL BANKS. FIFTY PERCENT OF THE 

BT 
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APPLICANTS* REQUIREMENTS WERE TO BE DRAWN FROM THIS 
FACILITY, WHILE THE BALANCE WOULD COME FROM THE BANKS OWN 
FUNDS. HENCE 160 PILLION RIALS WOULD BE INJECTED INTO THE 
ECONOMY, WITH 1.6 BILLION RIALS EXPECTED FROM EACH DESIG- 
NATED BANK IN THE FIRST TRANCHE. THE CREDITS COULD BE 
USED EITHER TO MEET PAYROLLS, OR TO PURCHASE RAW MATERIALS, 

16. WITH ONE POSSIBLE EXCEPTION, ALL OUR BANKING CONTACTS 
AGREE THAT THE SCHEME HAS PROVEN TO BE A TOTAL FAILURE 
THE BANK SANAYE, THE ONLY ONE OF THE DESIGNATED BANKS TO 
GIVE US FIGURES, NOTED THAT OF ITS 1.6 BILLION, ONLY 309 
MILLION, OR 20 PERCENT OF TARGET HAS BEEN ADVANCED. THE 
PRINCIPAL ROADBLOCK, ALL, ADMIT, WAS THE HOPELESSLY COMPLEX 
REDTAPE ENCOUNTERED BY THE APPLICANT. SAGHETELI AN OF FTBI 
TELLS OF ONE APPLICANT WHO APPLIED FOR A CREDIT TO BUY RAW 
MATERIALS, ONLY TO BE REQUESTED BY THE LOAN COMMITTEE OF 
THE MINISTRY OF INDUSTRIES AND MINES TO SUPPLY THE NAMES 
OF ALL HIS EMPLOYEES. INADVERTENTLY, HE HAD APPLIED FOR 
THE WRONG KIND OF CREDIT. (THE QUESTION REMAINS WHETHER 

IN ORDER TO MAKE AN EMERGENCY PAYROLL LOAN, ONE REALLY 
NEEDS ALL THOSE NAMES.) THE IRANIAN BUREAUCRACY IN THE 
MINISTRY HAD A FIELD DAY AS DID THE CLERICAL REPRESENTA- 
TIVES, IN SOLICITING NIGGLING AND IRRELEVANT DETAILS. 

MONTHS WOULD GO BY, WITHOUT ACTION ON THE PART OF THE 
MINISTRY OF CENTRAL BANK. 

17. ALONE AMONG THE BANKERS, SAGHATELIAN APPEARED UN- 
TROUBLED PY THESE DIFFICULTIES. WHEN THE CENTRAL BANK WAS 
SLOW IN COMING THROUGH, HE WOULD ADVANCE THE ENTIRE AMOUNT 
FPOM FTP I ' S OWN FUNDS, AND CORRECT THE ACCOUNT LATER. IN 
CONCEDING T«AT THE DRAW-DOWN RATE IN OTHER BANKS WAS LOW, 

HE ALl.OWFD THAT HIS BANK HAD TRADITIONALLY ENJOYED THE 
CUSTOM OF THE "CREAM" OF IRANIAN INDUSTRY. IN OTHER 
WORrS, HE WAS LENDING TO THE FEW WHO DIDNT REALLY NEED 
EMERGENCY CREDITS. AS NOTED ABOVE, THE CONSENSUS WAS THAT 
THOSE WHO DID NEED THEM WEREN’T GETTING THEM. 

18. THE OVERRIDING QUESTION, THEREFORE, REMAINS THE 
CREDITWORTHINESS OF THE INDIVIDUAL INDUSTRIALIST. BANK 
MELLI, SAID ABTAHI, HAD DONE ALL IT COULD TO MAKE CREDIT 
AVAILABLE. BUT WHEN A COMPANY IS PATENTLY INSOLVENT, WHEN I 
IT HAS TO BORROW EVEN TO MEET ITS PAYROLL, THEN A LINE HAS 
TO PE DRAWN. ABTAHI MADE IT CLEAR THAT HE HAD NO MORE 
DESIRE THAN AGHILI, SOMEDAY TO BE STOOD UP AGAINST A WALL. 1 

19. CONCLUSIONS. FACED WITH THE INEPTITUDE OF THE 
RESPONSIBLE MINISTRY, NO COLLATERAL REQUIREMENTS, AND 
ASKED TO PUT THEIR OWN MONEY INTO INSOLVENT OPERATIONS, 

THE COMMERCIAL BAKS ARE UNDERSTANDABLY NOT RESPONDING 
TO THIS NATIONAL PRIORITY. THE CONSEQUENCES ARE FELT IN 
A NUMBER OF WAYS. 
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20. FOR EXAMPLE, THE TRUCKING INDUSTRY FACES A SERIOUS 
SHORTAGE OF SPAPE PARTS. ONE OF THE LARGEST SPARE PARTS 
IMPORTERS CAN MEET ONLY G5 PERCENT OF ORDERS. ADDITIONAL 
STOCK IS AVAILABLE, PUT UNPAID FOR, IN CUSTOMS WAREHOUSES. 
THE FIRM IS INSOLVENT, AND NO BANK WILL LEND IT FUNDS TO 
PAY OFF THE LETTFRS 00 CREDIT AND CLEAR CUSTOMS. MEAN- 
WHILE, GOVERNMENT MINISTERS ARE JAWBONING MANUFACTURERS 
AND IMPORTERS TO “DO SOMETHING" ABOUT THE PROBLEM. 

21. THIS MAY PE AN EXTPEMS CASE. INDUSTRIES OWNFD 

BY THE GOVERNMENT, AT LEAST ACCORDING TO PRO-GOVERNMENT 
MANAGING DIRECTOR AFGHANI OF THE BANK SAOERAT IRAN, ARE 
ABLE TO FIND ENOUGH CREDIT TO IMPORT AND TO KEEP PRODUC- 
TION GOING. A NUMBER OF PROBLEMS WERE INHERITED FROM THE 
DAYS OF THE SHAH. AGRICULTURAL MACHINERY, WE ARE TOLD, IS 
DOING BETTER. 

22. THERE I.S, NEVERTHELESS, CAUSE FOR CONCERN IN THE 
PPECEDI NO ANALYSIS. AS REVOLUTIONARY EVENTS RECEDE INTO 
THE PAST, PEOPLE WILL EXPECT MORE OF GOVERNMENT THAN 
GOVERNMENT IS PRESENTLY DELIVERING. THE NEXT FEW MONTHS 
SHOULD GIVE US A BETTER IDEA OF WHETHER THE STABILITY AND 
CONFIDENCE CURVE WILL GO UP, OR DOWN. LAINGEN 
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1. (C-ENTIRE TEXT) 


2. SUMMARY! DURING A RECENT VISIT TO TABRIZ, TDT COMMOEP 
VISITED MERCEDES-BENZ JOINT-VENTURE DIESEL ENGINE PLANT. 
COMMOIF FROM EARLIER TOUR IN TABRIZ (1972-74) WAS NELL- 
ACQUAINTED WITH PLANT, ITS PREVIOUS IRANIAN MANAGING 
DIRECTOR AND ITS NEW IRANIAN MANAGING DIRECTOR, CHRIST 
AGHABIGIAN NBO HAPPENS TO BE AN ARMENIAN. BY POST- 
REVOLUTIONARY IRANIAN INDUSTRIAL STANDARDS, PRODUCTION 

AT 50 PERCENT 0? PAST PRODUCTION CAN BE COUNTED AS SUCCESS. 
STORY OF BON PLANT IS FEATHERING CRISIS PROVIDES INTEREST- 
ING V 1GNETTEE ON REVOLUTIONARY IRAN AS NELL AS EIAMPLE OF 
BON TALENTED ARMENIAN MANAGER CAN JUGGLE OFTEN CONFLICT- 
ING INTERESTS OF GOVERNMENT, PRIVATE SHAREHOLDERS. BANES, 
REVOLUTIONARY COMMITTEES, MULLAHS AND NOREERS. END 
SUMMART. 

3. THE IRANIAN DIESEL ENGINE MANUFACTURING COMPANY (IDEM) 
NAS ESTABLISHED IN 1970 AS A MERCEDES-BENZ JOINT VENTURE 
TO MANUFACTURE TRUCE AND BUS DIESEL ENGINES. APPROXIMATE- 
LY EQUAL SHARES ARE HELD IN THIS PRIVATE JOINT-STOCE 
DEVELOPMENT BANE OF IRAN (IMDBI ) , EHAVAR COMPANY AND 

IRAN NATIONAL. EHAVAR AND IRAN NATIONAL ARE MERCEDES-BENZ 
MANUFACTURERS IN TEHRAN OF M-B TRUCES AND BUSES RESPECTI- 
VELY. IDEM HAS BEEN A SUCCESS STORY! BY 1977 PRODUCTION 
HAD RISEN TO 19,000 ENGINES A YEAR (APPROXIMATELY HALF 
EACH FOR EHAVAR AND IRAN NATIONAL) AND A VIGOROUS EXPAN- 
SION PROGRAM NAS ENSURING STEADT INCREASE IN IRANIAN VALUE 
ADDED. PRODUCTION FOR THE CURRENT IRANIAN TEAR (MARCH TO 
SEPTEMBER) HAS DROPPED TO 750 ENGINES A MONTH OR ABOUT 
9,000 PER TEAR. 


4. IDEM HAS BEEN BOTH FORTUNATE AND UNFORTUNATE IN ITS 
CAPTIVE MAREET. EHAVAR COMPANY HAS HAD VERY SERIOUS CREDIT 
AND PRODUCTION PROBLEMS SINCE THE REVOLUTION. NBILE ITS 
CHIEF STOCEHOLDER (THE SOUDEVAR FAMILY) HAS REMAINED IN 
IRAN, THE GOVERNMENT HAS INSTALLED NEN MANAGEMENT AND A NEN 
BOARD OF DIRECTORS. EHAVAR NAS OVER-EXTENDED EVEN PRIOR 
TO THE REVOLUTION; TRUCES HERE SOLD ON CREDIT IN IRAN AND 
EHAVAR ALNAYS HAD TO STRUGGLE FOR OPERATING CAPITAL. NITH 
THE REVOLUTION. THE SHUT-DONN OF URGE CONSTRUCTION PRO- 
JECTS, THE REFUSAL OR INABILITY OF ITS CUSTOMERS TO PAT 
THEIR DEBTS, COUPLED NITH CREDIT SHORTAGES AND THE INEX- 
PERIENCE OF ITS NEN MANAGEMENT, THE COMPANY IS NEARLY 
BANERUPT. NOREERS NAGES HAVE BEEN RAISED NHILE PRODUCTION 
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IS VIRTUALLY mi. IRAN NATIONAL, ON THE OTHER BANE, WAS A 
MONET MACHINE FOR ITS OWNERS, THE EHATTAMIS , IN PRE-REV- 
OLUTIONARY IRAN. PATKAN ADTOMOBIiES MADE BT THE FIRM WERE 
IN SUCH DEMAND THAT CUSTOMERS PAID CASH 6 MONTHS IN AD- 
VANCE AND ITS M-B BUS MARIET WAS GROWING STEADILY . THE 
EHATTAMIS HAVE FLED FROM IRAN, THEIR PROPERTT HAS BEEN 
NATIONALIZED, BUT EVEN THE PBOI HAS NOT BEEN ABLE TET TO 
RUIN IRAN NATIONAL. THE COMPANY HAD SURPLUS CASH OPERAT- 
ING CAPITAL OF OVER l BILLION TOMAN (ABOUT 135 MILLION 
DOLLARS) ON THE EVE OF THE REVOLUTION. THIS HAS PROVIDED 
A COMFORTABLE TEMPORARY CUSHION TO ABSORB INCREASED WORKER 
WAGES AND THE CONTINUING DEMAND FOR M-B BUSES BAS PROVIDED 
A MARKET FOR IDEM. 


5. BT TABRIZ AND EVEN IRANIAN STANDARDS, IDEM HAS BEEN A 
PROFITABLE COMPANY FOR ITS SHAREHOLDERS . TURNOVER WAS 
OVER 600 MILLION TOMAN PER THAR ( NEARLY 100 MILLION DOL), 

IMPORTS OF COMPONENTS FROM DAIMLER-BENZ WERE OVER 100 M. 

DM PER TEAR, HE PLANT EARNED A PROFIT OF 80 MILLION 
TOMANS (OVER 10 MILLION DOLLARS) IN 197? AND PROVIDED 
EMPLOYMENT FOR 1300 TABRIZIS. PLANT IS NOV AT HALF-PRO- 
DUCTION, IS PAYING ITS SAME WORKFORCE (WHICH CANNOT BE 
REDUCED) HIGHER WAGES AND IS LOSING ABOUT 5 MILLION TOMANS 
A MONTH (ABOUT 800,000 DOLLARS). LOSSES ARE TO A LARGE 
EXTENT BEING FINANCED THROUGH DIPPING INTO DEPRECIATION 
RESERVES AND SOME BANK CREDITS. PRIOR TO THE REVOLUTION, 

D-M GIRMANY SOLD COMPONENTS At 50 PERCENT DOWN AND 50 PER- 
CENT IN 9, 12, AND 15 MONTH TRANCHES. AFTER THE REVOLU- 
TION, D-M EXTENDED TERMS TO A 20 PERCENT TO 80 PERCENT 
RATIO, BUT WHEN HERMES ELIMINATED ITS EXPOBT INSURANCE, 

IDEM WAS FORCED TO PURCHASE ON A CONFIRMED LETTER OF 
CREDIT BASIS. 

6 . THE REVOLUTION HAS DRAMATICALLY CHANGED MANAGEMENT- 
LABOR RELATIONS AT IDEM, AT LEAST IN THE SHORT-RUN. 

AGHABEG1 AN BECAME ACTING MANAGING DIRECTOR IN EARLY 1978. 
AGHBBEG1AN, A NATIVE TABRIZ ARMENIAN, HAD SPENT 13 TEARS 
IN GERMANY, BUT RETURNED TO TABRIZ IN 1970 AS AN ENGINEER 
AND HAS WORKED HIS WAT TO THE TOP OF THE COMPANY. 

AGHABIGIAN WAS APPOINTED MANAGING DIRECTOR BT THE BOARD OF 
BT 
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II RECTORS AFTER THE REVOIDTION AND RE-CONFIRMED IN THIS 
POSITION BT THE REVOLUTIONARY PUNT COMMITTEE IN A NOIST 
MEETING OP Alt 1300 EMPLOTEES . THE EAH1T PLANT COMMITTEE 
HAD 29 MEMBERS (SOME LEFTISTS), BUT THE WORKERS RATI SINCE 
ELECTED A NEW 5-MAN COMMITTEE COMPRISED OP PERT RELIGIOUS 
WORKERS. AGRABEG1AN IS SOMEWHAT CONCERNED THAT THIS 
COMMITTEE IS INCREASING!! BEING BT-FASSED BT WORKERS WHO 
WANT TO BRING THEIR PROBLEMS TO HIM DIRECT!!. WHILE THIS 
INDICATES TRUST IT PLACES AN IMPOSSIBLE DEMAND ON HIS 
TIME. 


7. ETEN PRIOR TO THE RITOLUTION, AGHABEGIAN HAD TER! 
ASTUTEL! REACTED TO WORKER FRUSTRATIONS AND JEALOUSIES. 

TO THE CHAGRIN OP STAFF, HE ALLOWED WORKERS TO USE THE 
IDEM CLUB, SWIMMING POOL AND TENNIS COURTS. HE STOPPED 
CONSTRUCTION ON A 250,000 DOL HOUSE HI HAD BEEN CONSTRUC- 
TING AND HAS CONTINUED TO LITE IN A SMALLER HOUSE IN 
TABRIZ. HE NOTED THAT RELIGIOUS WORKERS HAD NO WHERE TO 
PRAT AND BEGAN THE CONSTRUCTION OF A SMALL MOSQUE ON THE 
PLANT SITE. HE REFUSED A CHAFIEUR , SOLD THE NEW MERCEDES 
COMPANT CAR AND DRIF1S A 5 TEAR OLD MERCEDES. ALL OF 
THIS HAS PAID OFF IN BITTER WORKER RELATIONS, BUT PERHAPS 
EVEN MORI IMPORTANTL! HAS PROMOTED AGHABEGIAN 'S RELATIONS 
WITH THE CITT'S NEW REFOLUTIONART ESTABLISHMENT. THE 
SINGING OF HIS PRAISES BT HIS PIOUS WORKER COMMITTEE HAS 
BROUGHT VISITS AND COMMENDATIONS FROM THE CITT'S CHIEF 
AYATOLLAHS. HIS RELATIVILT SUCCESSFUL PLEAS FOB CREDIT 
FROM THE CAUTIOUS BANKERS IN TABRIZ HATE BEEN BACKED BT 
REQUESTS PROM THE CHIEF REFOLUTIONART COMMITTEE TO THE 
GOVERNOR GENERAL TO THE CITY'S CHIEF ATATOLLARS . 

E. AGHABEGIAN REALIZES THAT SUCCESS IN REFOLUTIONART 
IRAN IS TEMPORARY. THE WORKERS WHO "ELECTED" HIM CAN 
TURN AGAINST HIM ENBLOC FOR LITTLE OR NO CAUSE. HIS 
BOARD OF DIRECTORS, MANY OF WHOM ARE NOW GOVERNMENT AP- 
POINTEES, ARE AN ADDITIONAL TRIAL. BE HAS FOUGHT THEM, 
HOWEVER, REFUSING TO HATE MINUTES OF BOARD MEETINGS CHANG- 
ED FROM ENGLISH TO FARSI AND HAS CHALLENGED THEIR BRAND OF 
"BANNER" REVOLUTION (ALL RHETORIC, NO WORK). MOTIVES ARE 
NOTORIOUSLY DIFFICULT TO ANALYZE, RUT IT APPEARS THAT 
AGHABEGIAN, WHO HAS BEEN FRUSTRATED TO THE POINT OF RESIG- 
NATION ON THREE SEPARATE OCCASIONS, BELIEVES TBIT THE 
PLANT MIGHT WELL FAIL WITHOUT HIM' SINCE HI S OARD AND THE 
WORKER COMM1TT.E REFUSED TO ACCEPT HIS RESIGNATION THBT MAT 
AGREE. AGHABEGIAN IS A MANAGER WHO SEEKS TO CONQUER THE 
IMMENSE CHALLENGES FACING 

HIM. HIS LINES OF ESCAPE SHOULD THE CHALLENGE PROVE TOO 
LARGE ARE OPEN, HOWEVER, M-E HAS A JOE WAITING FOR HIM IN 
GERMAN! AND HIS ARMENIAN RELATIVES IN LOS ANGELES WOULD 
MAKE HIM A BUSINESS PARTNER. AGHABEGIAN IS AN EXAMPLE OF 
ONE OF ONLY A FEW HUNDRED MODERN MANAGERS THAT IRAN CANNOT 
AFFORD TO LOSE. FAR TOO MANY MANAGERS HAVE ALREADY LEFT 
THE COUNTHT. THE MAJORITY OF THOSE REMAINING HAVE 
FRUSTRATIONS SIMILAR TO AGHABEGIAN 'S AND IN MOST CASES 
SIMILAR OPPORTUNITIES ELSEWHERE. LAINGEN 
BT 
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